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OST is one of the most protean 
of economic concepts. Like 
“value” it is “‘a word of many 

meanings.”! The rapid extension of 
governmental price control invites at- 
tention to the manner in which cost 
is invoked as the standard by refer- 
ence to which such control is to be 
administered. 

While it is obvious to anyone at all 
conversant with economic matters that 
cost must in some degree be considered 
in legislation touching prices, at least 
under capitalistic institutions, this fact 
does not suffice to explain the unusual 
and growing role of cost in measures 
of this sort. The explanation is to be 
iound in two closely related develop- 
ments. The first, and fundamental, fac- 
tor has been the influence of those 
changes in the organization and func- 
tioning of industry which have made 
a condition of oligopoly or monopolis- 
tic competition, or a combination of 
both, typical of industry generally. The 
Rigs Justice Brandeis in Southwestern Bell Telephone 
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term ‘‘oligopoly”’ is used to refer to a 
situation in which the sellers of a given 
commodity are sufficiently few in num- 
ber that “‘it is necessary for each one 
to take into account the effect that his 
own actions may have on the behavior 
of his rivals, and to act accordingly.’’? 
A condition of monopolistic competi- 
tion exists “‘when there are many pro- 
ducers of a certain type of product, and 
when, at the same time, the substitu- 
tion of the product of one firm for that 
of another limited by product 
differentiation.’’’ 

Technological development during 
the past three-quarters of a century in 
this country, facilitated by certain leg- 
islation and judicial decisions, has 
greatly increased the most economical 
size of plant and the importance of 
fixed and specialized capital in many 
lines, with a consequent sharp reduc- 
tion in the number of firms and a 
large increase in the relative impor- 
tance of overhead costs. As costs be- 


is 


2A. M. Mclsaac and J. G. Smith, Introduction to 
Economic Analysis. Boston: Little, Brown & Com- 
pany, 1937, p. 48. * Jbid., p. 47. 
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come increasingly of the latter sort, out of the first. The industria] devel. 


the margin between a fully compen- opment just described has led ineyj- Ob Oe 

satory price and the minimum price _ tably to an increasing number of appea); - 

at which it pays to operate becomes for price control legislation, difer. - 

wider. At the same time, when the _ ently motivated, of course, from bo: : 

number of competitors is relatively business interests and consumers. Leo , 

small, a price reduction by any one _islators generally lack both a clear gras, 

firm invites prompt retaliation by the of the economic factors underlying ¢} 

others, and prices may fall far below agitation and an understanding of + 

a fully remunerative level. Similarly, complexity and lack of objectivity 

when there is product differentiation, the cost concept. The result js | 

even though the number of competitors undue and uncritical reliance has by 

is large, the fact that consumers often __ placed upon cost as a standard for Recent | 

judge quality by price, as well as other administration of such legislation, in J Stat 

reasons, frequently make it disadvan- default of close reasoning concerni: 

tageous for firms to compete on the _ either the cost concept or the f 

basis of price.‘ mental issues involved. A measure o! re 
These circumstances explain the dependence upon some kind of cost Ss 

growing vulnerability of firms in the standard is necessary and unobjectio: re tae 

face of price competition and the op- able in legislation touching prices, but a \ 

portunity and incentive which they _ the variety of meanings conveyed bj sale 

have to turn competition into non- the term ‘‘cost,” and the social cor : ae 

price channels. They explain also the | sequences which follow from relia: 

opprobrium which has been increas- upon one or another of the variou Be 

ingly heaped upon “price cutters” by interpretations of cost, should be fu 

the business community, and which — understood. 

reached a climax in the NRA days, The number and variety of meas 

when wicked price cutters were being ures in which the cost standard 

held responsible for retarding recovery, more or less prominent is consider ) 

and the codes were replete with devices The case of public utility regulati roe 

for keeping prices from falling below comes to mind first in this connector silat 

“cost.” The end result has been that Among the evidences of an increase 

a majority of firms in most lines at- an already heavy emphasis on cost 

tempt to set prices with reference to this field are the extensive resort | Tae 

accounting costs, variously defined, mileage scales in railway rate making “ie 

take whatever business they can secure _—_and experimentation with sliding scai 

at such prices, and expect their com- __ in the case of gas and electric utiliti e 


petitors to do likewise. In this policy The thoroughgoing reliance upon 
they are aided and abetted by trade as- cost standard in the NRA c 


sociation executives and by many mar- already been mentioned. Other exal 
° ° ° mar — vad 
keting experts and cost accountants. ples include the price contro! mea 
ry . . ry rT ° 1 “ot rivrat ‘ 
[he second factor explaining the of the World War period, valorizat 
prominence of the cost standard grows plans for various commodities, 1! 
‘FE. H. Chamberlin, The Theory of Monopolistic Com- Commerce Commission,” Quarterly journa 
petition. Second edition. Cambridge: Harvard Uni- nomics, February, 1932, pp. 281-315; !f ) 
versity Press, 1936, pp. 105-109. Public Utility Regulation and the So-Ga 5 
’ ’ . T° nap EF 
* Stuart Daggett, ‘Mileage Rates and the Interstate Scale. New York: Columbia University 
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agricultural measures; the 
1922, with its appeal to the 
f equalizing cost of production 
American and foreign pro- 

Inland Waterways Corpo- 
the idea of establishing a 
for transportation costs by 
the recent crop of legisla- 
ened to suppress resort to 

;’ and “unfair trading” 


mnt Legislation Involving the Cost 


j 
») inadaTra 


paper, however, discussion 

e limited to four recent measures 
vether illustrate the whole 

f problems involved in the use 

st standard; namely, the Ten- 
Valley Authority Act of 1933 as 
aded in 1935, the Robinson-Pat- 
a Act of 1936, the Merchant Marine 
f 1936 as amended in 1938, and 
tuminous Coal Act of 1937. We 
t be concerned, of course, with 
eral merits of these measures 
the broader problems of price 

, but rather with pointing out 
ficulties, limitations, and dangers 
st standard as applied in this 

| be necessary at this point to 

y briefly those provisions of the 
ng measures which relate to 
lo take up first the amended Ten- 
Valley Authority Act: Section 
‘s the Authority to file with 
n or before January I, 1937, 
of the allocation of the 
properties to various pur- 
location was not reported, 
intil June g, 1938); to keep 
ts of the cost of generating, 
‘, and distributing electric- 
producing chemicals accord- 
the uniform system prescribed 
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by the Federal Power Commission; and 
states that: 


It is hereby declared to be the policy of 
this Act that, in order, as soon as prac- 
ticable, to make the power projects self- 
supporting and self-liquidating, the surplus 
power shall be sold at rates which, in the 
opinion of the Board, when applied to the 
normal capacity of the Authority’s power 
facilities, will produce gross revenues in ex- 
cess of the cost of production of said power 
and in addition to the statement of the cost 
of power at each power station as required 
by section 9(a) of the *“‘Tennessee Valley 
Act of 1933,” the Board shall file with each 
annual report, a statement of the total cost 
of all power generated by it at all power 
stations during each year, the average cost 
of such power per kilowatt hour, the rates 
at which sold, and to whom sold, and copies 
of all contracts for the sale of power. 


The valuation of the property at 
Muscle Shoals and the methods of al- 
locating the costs of its property to elec- 
tricity production, flood control, and 
navigation have been left to the dis- 
cretion of the Authority. The latter is 
also authorized to borrow up to $100,- 
000,000 with principal and interest 
guaranteed by the government and at 
a rate of interest of not over 314%. 
The Authority has no borrowed funds, 
but has recently indicated that it would 
allow interest at 3% on the investment 
allocated to power production, al- 
though it is not required to do so 
by law. Section 13 requires the Au- 
thority to pay to the State of Alabama 
in lieu of taxes 5% of the gross pro- 
ceeds from the sale of power generated 
in that state and the same percentage 
to Tennessee in the case of power gen- 
erated there. It must also pay to each 
state 2!4% of the gross proceeds from 
the sale of the additional power gen- 
erated by reason of the building of the 
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Norris Dam and other dams built pri- — the market for or the marketabjli+, 

| marily for flood control. The Authority — the goods concerned, such as but nos 

| announced at an early date that in limited to actual or imminent deterior;. 

} computing the cost of power it would tion of perishable goods, obsolesce 

include an allowance of 1215% of the of seasonal goods, distress sales ynder 

| gross revenues from the sale of power court process, or sales in good faith + 

in lieu of taxes. discontinuance of business in the good: J 

| Turning next to the Robinson-Pat- concerned.”’ 

| man Act amending the anti-discrimina- In the amended Merchant Marin i 

tion provisions of the Clayton Act, Act provision is made for both 

Section 2(a) prohibits discrimination struction and operating subsidies. Wj! 

| between purchasers of commodities of _ respect to the former, Section <o2/} 

| “like grade and quality” where the provides as follows: 

effect is “‘substantially to lessen com- 

j “ee . . ; 
petition or tend to create a monopoly The amount of the reduction in selling 
in any line of commerce’’; but the price which is herein termed the “constru 
prohibition does not extend to price __tion-differential subsidy” may equal, | 
differentials “‘which make only due not aaa the CXCESS of the bid of the ship- 

| allowance for differences in the cost of buil er constructing the proposed Vesse 

| enh ? iE ae (excluding the cost of any features incor 

| manufacture, sale, or delivery resulting OT Ee 

. porated in the vessel for national-defens 
from the differing methods or quan- rt ,; C. 

Aenea epee diti uses, which shall be paid by the Commiss 

' a . » . . . ~ sc «64ArTreAp e ee . . 
tities in W ig such commodities ryt in addition to the subsidy), over the fair and 
to such purchasers sold or delivered. reasonable estimate of cost, as determined 

[he Federal Trade Commission may by the Commission, or the construct 
after investigation and hearing “fix of the proposed vessel if it were 

and establish quantity limits and revise _ structed under like plans and specifica- : 

| the same as it finds necessary, as to tions (excluding national-defense feature 

| particular commodities or classes of | above provided) in a principal foreign ship. 

ee e . ° , - . of hy + 
commodities, where it finds that avail- — raved which is availed ae 
. an é i vs $ in the serv 

| able purchasers in greater quantities PUGS ERS Cope. 

See . in which the vessel is to be operated, 

are so few as to render differentials on “ergs it, . 

. a f aetna see see which is deemed by the Commissi 
accoun 1ereof unjustly discrimina- : . ; a 

' J ; ly j furnish a fair and representative exa 

t ry or promotiy e f monopo y in any for the determination of the estimated 

line of commerce.” nder these condi- of construction in foreign countries 

i tions even quantity discounts which sels of the type proposed to be constructe 

can be justified on the basis of savings The construction differential appro 

in cost of manufacture or sale are pro- the Commission shall not exceed 33/3 , 
hibited. On the other hand, nothing in centum of the construction cost of ti 

the law requires a manufacturer to vessel paid by the Commission (exciu 

4 : i 2 in al... »nse features 
grant discounts based on savings in ee cost of yada defense 7 

isl ; iti above prov , except in cases wher 
cost arising from quantities sold or DOVE PRONERR), SOP ‘saan? 

| T Commission possesses conclusive ¢¥ 

methods of sale. The law provides that , ory pean 

| “se Hosiggewe that the actual differential is greater 
manufacturers may selec ir OW . . alia 

rv gps oe a oe that percentage, in which cases the 4 

customers In bona jriae transactions mission may approve an allowance 

and not in restraint of trade,” and that — exceed so per centum of such cost, upon! 

‘ . ] és “i > ent 

price changes may be made “‘in re- affirmative vote of four members, ex 

: sponse to changing conditions affecting as otherwise provided in subsection 201 (4 

' 

' 

| . — 

’ 
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where the Commission finds 


nstruction differential exceeds 
tum of such cost and that the 


responsible domestic ship- 
asonable, excessive, or collu- 
nmission may negotiate and 
the view to construction in a 


pyard that is not unreasonable 
in cost or collusive in character. 


e 


mmission finds that the con- 


ferential exceeds 50 per centum 


the Commission may negotiate 


n behalf of the applicant to 
ssel in a domestic shipyard at 
will reduce the construction 


} 50 per centum or less. In the 


the Commission have reason to 
the bidding in any instance is 
hall report all of the evidence 
» Commission acted (1) to the 


y Ge 


Pr 


eral of the United States, and 
esident of the Senate and to 


er of the House of Representa- 


eX 


S 


ngress shall be in session or if 
hall not be in session, then to 


f the Senate and the Clerk of the 


respectively.® 


lide 


na iorr 
VI i] 


‘rs Must report under oath 
n prescribed by the United 
‘itime Commission “the 


ntract price, the total cost of 


rming the contract, the amount of 


lilder’s overhead charged to 


; 
sucn 
Con 


he net profits and the per- 


net profit bears to the con- 
ind such other information 
1mission shall prescribe.” 
ess of 10% of the contract 


must be paid to the Commission 


im th 
> 442 Ul 


ntr 


racts completed within a 
ie taxable year, and losses 


TY 
il 


contracts will be allowed as a 


det 


» TY 


ermining the excess profit, 


he succeeding income tax- 


he Commission shall pre- 
ethod for determining the 


” referred to in the section quoted 
ites Maritime Commission. Sub- 
lso referred to, states that if there 
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shipbuilder’s profit, and no salary of 
more than $25,000 per year to any in- 
dividual may be counted as part of the 
cost. It must also “scrutinize con- 
struction costs and overhead expenses 
to determine that they are fair, just, 
and not in excess of a reasonable mar- 
ket price for commodities or goods or 
services purchased or charged.” If no 
bids for construction are received, or if 
the bids are “collusive, excessive, or 
unreasonable,” the Commission may 
have the vessels built in navy yards. 
The operating-differential subsidies 
are to be measured by the disadvantage 
of American vessels by comparison 
with their foreign competitors with re- 
spect to “fair and reasonable cost of 
insurance, maintenance, repairs not 
compensated by insurance, wages and 
subsistence of officers and crews,”’ and 
any other items of expense in which the 
Maritime Commission finds that the 
American vessels are at a substantial 
disadvantage. If in the case of any 
particular foreign-trade route the Com- 
mission, by unanimous vote and after 
consultation with the Secretary of 
State, finds that these subsidies are in- 
adequate to offset the effect of govern- 
ment aid to foreign competitors, it may, 
upon an affirmative vote of all of its 
members, increase the subsidy by 
whatever amount is necessary to ac- 
complish that purpose. Subsidies will 
be paid only to vessels engaged in for- 
eign trade which are made of steel or 
other acceptable metal and are powered 
by steam or motor. They will not be 
paid in the case of vessels over twenty 
years of age unless the Commission 
finds that it is in the public interest to 
do so. Depreciation must be calculated 
on a twenty-year life expectancy for 
should be as many as three vacancies on the Com- 


mission, the remaining three members shall constitute 
a quorum for the conduct of all business. 


bo 
oO 
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subsidized vessels. At the end of every fair return on the fair value of +h 
| ten-year period (or whenever the sub- property.” . 
| sidy contract is terminated if before ;, 
ten years), one-half of the profits (ex- Analysis of the Cost Concept 
cluding « pital gains and capital losses) Turning to an analysis of the , 
above 10% on the investment of the — concept as illustrated by the foree 
companies in subsidized vessels and legislation, the most important matte: 
services must be paid to the United is probably the treatment of overheag 
States. The sums thus recaptured, costs. This topic in turn divides jp; 
ywever, may not exceed the subsidies two parts: the role of overhead 
previously paid to the contracting in relation to short-run and long-ryp 
cl mpanies. price determination; and the problen 
The Bituminous Coal Act of 1937 of allocating overhead costs to var 
provides that district boards, repre- portions of a firm’s output. Thes 
senting producers and employees, shall aspects of the general problem will 
| fix minimum prices which shall be as considered in turn. 
nearly as possible equal to the weighted An erroneous idea which accounts 
| average of the total cost per net ton of for much of the popular support giver 
the tonnage of each so-called minimum to legislation of the type in questior 
price area designated in the Act. The that the only “fair” or economi 
computation of the total costs must “right” prices are those which « n pl 
| include “‘the cost of labor, supplies, spond to total unit costs of product \y 
power, taxes, insurance, workmen’s and that the only defensible differer 
compensation, royalties, depreciation in prices are those which meas 
| and depletion (as determined by the _ differences in such costs. It is a « 
3ureau of Internal Revenue in the monplace of economic theory 
computation of the Federal income — under perfect competition prices t 
tax), and all other direct expenses of _ to an equality with total expens 
production, coal operators’ association production only in the long run Q 
dues, district board assessments for normal equilibrium the marginal 
Board operating expenses only levied average costs (including rents t 
under the code, and reasonable costs of _ producers are equal and overhead 
selling and the cost of administration.” disappear. The existence of dy: 
i If and when the Bituminous Coal conditions, however, prevents 
Commission deems it necessary, it may  tainment of such equilibriun 
fix maximum prices in each district results in market prices whic! 
‘at a uniform increase above the mini- _ constantly out of line with tot 
mum prices in effect within the district penses of production. In the s! 
at the time, so that in the aggregate under pure competition, it | 
: the maximum prices shall yield a  geous for a firm to produce 
reasonable return above the weighted price which yields something 
average total cost of the district,” but marginal prime costs, and in 
‘no maximum price shall beestablished — such production resu!ts ina net: 
| for any mine which shall not yield a to the volume of goods avail: 
' Perfect competition implies complete knowledge on of monopolistic influences. Pure compe 
the part of all buyers and sellers and complete mobility only the absence of the latter. 
i of the factors of production, in addition to the absence 
' - — 
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sum n it is desirable socially as 

Overhead costs cannot control 
run calculations. 

ition is different in some 

ler monopolistic competi- 

| oligopoly, or the two in combi- 

\s under pure competition, 

icers try in the short run to fix the 

t advantageous price with reference 

marginal costs and their esti- 

f prevailing demand conditions, 

|} overhead costs are not controlling. 

ever, since each producer is able 

a policy with respect to price 

output, and since, as already 

ed, price competition is very 

nly disadvantageous, producers 

| to respond to shifts in their indi- 

demand curves more largely by 

tments in output than by changes 














Price, 
\gain, normal price under monopo- 
mpetition or oligopoly no longer 
; the equating of average reve- 
verage cost, marginal revenue, 
marginal cost. The criterion of 
st advantageous adjustment for 








zinal cost and marginal revenue, 
nd since the individual firm’s demand 
is less than perfectly elastic the 

ng price will be higher than under 
mpetition. Moreover, the down- 

ing of the business cycle or the entry 
new firms into an industry may cause 
individual firm’s demand curve to 

to the left until it is tangent to the 

i total unit cost, with the result 
hough price is above the compet- 

ino more than a competitive 

of profit is being earned; the 
price reflecting an uneconomi- 

| scale of production, higher 

‘ost, and an excess of capac- 















rted in the cost accounts becomes, 
is the goods’ share of the standard 
t the same thing as cost in the sense 
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ity which may persist over long periods. 
Conversely, if the position of the firm’s 
demand curve permits the most eco- 
nomical scale of production, excess 
profits will be earned and price will in 
this case also be above the competitive 
level. 

The other aspect of overhead costs, 
the problem of their allocation to vari- 
ous portions of a firm’s output, may be 
treated more briefly. This is true in 
spite of the fact that in much of the dis- 
cussion of the legislation here being 
reviewed, especially the Robinson-Pat- 
man Act, the difficulties involved have 
been treated as being almost entirely of 
a cost accounting sort, easily amenable 
of solution provided cost accounting 
methods were improved and applied 
generally. The fundamental fallacy in- 
volved in attempting to allocate the 
overhead to particular units of output 
is that it is incurred in behalf of the 
business as a whole and is constant in 
amount for a plant of a given size, so 
that overhead cost per unit depends 
upon the volume of output and the 
latter depends upon price. Hence, the 
overhead cost per unit is price-deter- 
mined rather than price-determining. 
At full utilization marginal and average 
costs are equal and there is no overhead 
to allocate. Cost accountants starting 
from any one of a number of equally 
reasonable premises may determine the 
amount of overhead which should be 
ascribed to various parts of the output 
according to the premise from which 
they start, but they cannot determine 
what the overhead cost of a particular 
part of the output actually is. Hence, 
the results are arbitrary in the sense 
that they do not rest on an objective 
basis of ascertainable cost.® 





used by the general accountant or by the economist. 
It is not a pure record of fact but contains arbitrary 
quantities and elements of judgment or conjecture. It 
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We may conclude, then, that under 
dynamic conditions and pure competi- 
tion price is never exactly equated with 
the average total unit cost of produc- 
tion for any given firm, that under 
monopolistic competition or oligopoly, 
or both, the equating of price and total 
unit cost is not socially desirable, and 
that the overhead cost of any particular 
portion of a firm’s output is not deter- 
minate. To what extent are these con- 
siderations recognized in the legislation 
under review? In the case of the Ten- 
nessee Valley Authority Act, it seems 
clear that the treatment of overhead 
costs has been and will be consistent 
with the public interest. This is indi- 
cated by the provision of the law which 
states that rates shall be charged for 
power which “when applied to the nor- 
mal capacity of the Authority’s power 
facilities will produce gross revenues in 
excess of the cost of pre duction of said 
power.” It is shown even more strik- 
ingly by the announced policy of the 
Authority to increase the use of elec- 
tricity as much as possible and by its 
experimentation with sharp reductions 
in rate scales toward that end. The pos- 
sibilities in the way of improving plant 
utilization and achieving the full eco- 
nomics of large-scale production by 
substantial rate reductions have been 
insufhciently appreciated by a majority 
of the private electric utilities. In the 
opinion of the writer the possible effect 
of the Authority’s example on the pri- 
vate utilities may constitute one of 
the most valuable contributions of the 
measure. 

The minimum prices to be estab- 
lished under the Bituminous Coal Act, 
as indicated earlier, are to be based on 
direct costs only, except to the extent 
is not total cost nor differential cost nor variable cost 
nor direct cost. It is a species by itself, and its justifi- 
cation must be wholly in terms of the purposes it 
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that depreciation is regarded as 0, 
head expense. Nevertheless, as will }, 
pointed out later, this regulation a 
ates an overhead cost problem for th, 
low-cost producers. 

In the case of the construction-differ. 
ential subsidies provided for und 
Merchant Marine Act, the probler 
and dangers involved in handling 
head cost are recognized in th 
sions requiring shipbuilders to report 
the Maritime Commission the am 
of overhead charged to a given shi; 
directing the Commission to “‘scrutiniz 
construction costs and overhead 
penses to determine that they are fa 
just, and not in excess of a reasona 
market price for commodities, or g 


or services purchased or charged.” 
time will reveal whether the Comr 
sion will be willing and able to promot 
the public interest by treating the p: 
lem of overhead in such a way 
bring about reductions in the p1 
ships and the expansion of ship! 
ing. Some protection is afforded b 
provision that if no bids for the 
struction of vessels are received, 
the bids appear to be collusive 
reasonable, the Commission maj 
the vessels constructed in nav} 
The construction-differential 
dies are intended to offset th 
ence in costs between the su 
American bidder and _ repres 
foreign yards. To the extent that 
head costs are involved, howev 
would seem that such comparison 
largely meaningless, since the total 
of the vessel would not be determi! 
and allocations of the overhead 
arbitrary. The problem is further « 
plicated by the fact that vessels are! 


+ 


standardized products, so that 


} 


mtati 
La 


serves.” J. M. Clark, Economics of Overhead 
Chicago: University of Chicago Press, 1923 
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ificult to estimate the cost 
- yessels built in the same 
the Commission is re- 
termine what the American 
tion would cost if it were 
differ. rructed “under like plans and 
| ’ except for national de- 
, in a representative for- 
instead of in an American 
edure similar to finding cost 
ction of public utility prop- 
luation cases and open to 


n ¢ . ae Hi 


bjections. 
Probably the greatest danger of un- 
ent of overhead lies in the 
Patman Act, especially in 
background and motivation. 
recalled that this measure 
price differentials which can- 
tified as making “‘only due 
for differences in the cost of 
e, sale, or delivery resulting 
ring methods or quantities in 
ommodities are . . . sold 
d.” There is great danger 
ise of the difficulty of justi- 
differentials on the basis of 
effect of this provision will be 


‘ 


encourage one-price policies, 
idity, and chronic excess capac- 
ihe measure was aimed at dis- 
tion resulting from imperfect 
n on the buyers’ side of 
‘markets (monopsony or oli- 
ind it may be readily agreed 

ind certain other types of 
ination are socially undesirable. 
it the case, however, as indi- 

ier, with many price reduc- 
without reference to total 

t which serve to maintain or in- 
int utilization and the total 

f utput of goods—a principle which, as 


above, is well understood 


f Kraft-Phenix Cheese Corp., Federal 
n Docket No. 2935, order issued 
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though insufficiently applied in the 
public utility field. It is fortunate that 
in the first cases arising under the act 
the Federal Trade Commission appar- 
ently desired to introduce as much 
flexibility as possible into the cost re- 
quirements, and it is to be hoped that 
the courts will do likewise.’ ‘The pro- 
vision allowing for price changes “‘in 
response to changing conditions affect- 
ing the market for or the marketability 
of the goods concerned”’ may also be so 
interpreted as to permit a measure of 
desirable price flexibility. 

A second problem arising in connec- 
tion with the use of the cost standard 
is that of joint costs. In so far as two 
or more commodities are jointly pro- 
duced the separate cost of production 
of each cannot be found, although there 
may be in addition certain separable 
expenses attributable to each. The 
comments made above with regard to 
the efforts of cost accountants in allo- 
cating overhead costs apply to their 
efforts in the allocation of joint costs 
also. Where either joint or overhead 
costs are involved, total unit cost is not 
determinate, the cost accountants to 
the contrary notwithstanding. 

The problem of joint cost arises in 
the Tennessee Valley Authority, Robin- 
son-Patman, and Bituminous Coal acts, 
but discussion will be limited to the 
first of these measures since it presents 
a typical joint cost situation and one 
which bears vitally on matters of great 
contemporary interest. The main fea- 
ture of the Tennessee Valley Author- 
ity’s program is the series of dams which 
it is building in the Tennessee River 
and its tributaries. The bulk of the in- 
vestment in these facilities is incurred 
jointly in behalf of electricity produc- 

In the Matter of Bird and Son, Inc., Federal Trade 
Commission Docket No. 2937, order issued July 17, 
1937: 
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| 
tion, navigation, and flood control.’ based on conditions obtaining jp th. 
Hence the cost of producing electricity area where it was intended to serye » 
| is not, in an economic sense, determi- _a regulatory standard. Finally, a yard. 
nate. In spite of this fact, probably the stick would have to take account of +, 
best known feature of the program is investment which an efficiently 
the proposal to undertake the genera- economically managed firm would }y 
| tion and sale of hydro-electric power in _—_— warranted in making in a given gjty. 
rder to provide an electric rate ation. A private utility in undertaking 
| “vardstick.” a hydroelectric development would po: 
It has been pointed out, however, _ be able to consider any resulting ben, 
that the objective of the power pro- fits to navigation or flood control, wh 
: gram has not been clearly defined and a multi-purpose governmental agence 
that at the same time the appropriate — such as the TVA, could do so.” 
| method of treating the problem of joint A second statement of the object 
cost and other cost calculations enter- of the power program is to the eff 
ing into the yardstick depends upon _ that flood control and the improvemen: 
that objective. According to Professor of navigation are the primary pur 
Mason, three different statements as for which the dams are being built, a: 
to what constitutes the objective of the — that power production is incidental 
power program, and three correspond- _—merely a means of preventing the wast 
| ing interpretations of the yardstick, of power possibilities created by 1 
have been made at different times by waterway improvement. Legal 
various spokesmen for the Authority.!! siderations have prompted the Aut 
The first view, and the one popularly ity to emphasize this version of 
held, is that the purpose of the power power program, but early statemer 
program is to provide a measure by _ by various spokesmen for the Aut 
which to determine the fairness of elec- ity make it difficult to believe t 
tric rates charged by private com- power production has had such 
panies. But in this sense the yardstick ordinate rdle in the planning of 
is meaningless. In the first place, as ex- _ project. If this be accepted as a st 
plained above, the cost of TVA power ment of the objective of the 
| is not determinate, since the invest- program, however, the proper 
ment in the dams is incurred jointly | dure would seem to be to charg: 
for purposes of power production, navi- _—_—-with a return on the separable in 
: gation, and flood control. In the next ment incurred in its behalf and 1 
place, cost and demand conditions in allocate to it any part of th 
the electric industry which are beyond investment.!* 
the control of an individual firm vary The third version of the objectiv 
markedly from one areatoanother,and __ the power program is that it is des! 
a yardstick would obviously have to be __ to indicate the “relative costs o! 
In its recent report on the allocation of investment, Public Utility Economics, February, 1936, | 
j the Authority stated that the joint investment in the 12 Tt should be recognized, of ccurse, that 
Norris, Wheeler, and Wilson dams was 6714% of the comparisons could be secured in the case 
; total. operations when conducted by the TVA : 
a I. S. Mason, wer Aspects of the Tennessee companies under substantially similar ¢ 
' Valley Authority’s Program,” Quarterly Journal of earlier comment relative to the beneficial ¢ 
' i mics, M 1936, pp. 377-414. On the general private companies of the TVA rate experim< 
5 topic see the author’s paper, ‘‘The Power Program of in point here. 
e Tennessee Valley Authority,” Journal of Land and 13 Mason, op. cit., p. 403 
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vate power operation” and to 
what economies may be 
{in amulti-purpose governmen- 
taking capable of producing 
rvices measurable in mone- 
14 Once more, however, it 
repeated that by reason of 
tment the total cost of power 
i-purpose project is not, in an 
ense, determinate. But since, 
less, some kind of a “cost” 
js required both by law and by 
| expediency, it would seem that 
riate a procedure as any for 
ing this result would be to 

t from the joint investment the 
ized value of the probable an- 
net benefits to flood control and 
n.!® The actual allocation 
joint investment in Norris, 
ler, and Wilson dams, as recently 
is 40% to power, 35% to 
n, and 25% to flood control.'® 
rriving at this result it was stated 
no one theory of allocation had 
lowed but that the most merit 
n found in the “alternative- 
e-expenditure”’ theory, under 
joint investment would be 

| “in proportion to the esti- 
costs of obtaining equivalent 
y constructing projects for 
rposes only.” Allocation to 
and flood contro] on the 
ipitalized value of probable 
et benefits was rejected because 
culty of placing “‘exact pe- 
estimates’’ on these benefits.!8 


t, “General Information,’’ December, 


it., P. 405. 
f the total investment, joint and 
to power, 28% to navigation, and 
ntrol. “Report on the Investment in 
ind Wheeler Projects and the Alloca- 
stment Among the Several Purposes 
ee Valley Authority Act,” June 9, 1938, 

hed.) 


ley Authority, Committee on Finan- 
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In a letter to the President accom- 
panying the allocation report, the 
Chairman of the Authority stated that 
the estimated power revenues from the 
three projects would cover operating 
expenses, depreciation, and a return of 
3% on the investment allocated to 
power, and would amortize the invest- 
ment allocated to flood control and 
navigation in thirty years. 

A choice among the foregoing objec- 
tives of the power program is an essen- 
tial prerequisite not only to the 
treatment of the problem of the joint 
investment but also to the calculation 
of interest rates, tax equivalents, and 
certain operating expenses. For exam- 
ple, the TVA, by reason of a govern- 
ment guaranty of principal and interest, 
would be able to borrow at 314% 
or less; while the Commonwealth and 
Southern Corporation, a well-managed 
private utility in the same region, must 
pay an average of 515% for money 
for its operating properties.’ If the 
yardstick is regarded as a device for 
measuring the fairness of rates charged 
by private companies, the latter figure 
would be the proper one to use; while 
if it is taken as a measure of the relative 
cost of public and private power oper- 
ation, the former figure should be used. 
It is obviously highly desirable that the 
Authority give a definite meaning to 
the power yardstick.” 

Other problems arising in connection 
with the use of the cost standard, 
though important, may be considered 
cial Policy, “‘ Notes on Allocation,” June 6, 1938, p. I. 
(Mimeographed.) Where a single-purpose enterprise 
would not have been justified, resort would have to be 
had to evaluation of the estimated benefits. 

8 Tbid., p. 10. 

19 Mason, op. cit., p. 408. 

20 [t may be pointed out in passing that there are two 
ways in which the TVA investment account applicable 
to power could be artificially reduced. One would 


be through the policy of making no allocation of 
investment in dams until generating equipment is in- 
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more briefly. One of these, which arises fixing of minimum prices, and for : 
| in the Robinson-Patman Act, is the Same reason actual prices are likely ; 
treatment of advertising costs. It will be at or near the minimum fixed } 
be recalled that this measure permits law. Hence, the high-cost producers y 
price differentials which reflect differ- receive little benefit; while the low. 
ences in the cost of sale, and presum- _ producers are estopped from qu 
ably expenditures for advertising will prices based on their marginal gene 
be included in the computation of such — which would mean increased consump. 
costs. Furthermore, the fact that the tion and increased utilization of th, 
anti-discrimination provisions of the plants. Price control measures jn : 
law are limited to cases where the goods __ field must be supplemented with meas. 
| are of “‘like grade and quality”? may ures for the control of capacity and 
| lead to further product differentiation, | improvement of mining methods. 
and perhaps still greater advertising The existence of variations in 
/ expenditure, in order tocircumvent the — among shipyards is a complicating { ; 
requirements of the law. Product dif- tor in the administration of the co: q 
ferentiation and advertising, however, struction-differential subsidies provid 
| are the means of transforming pure for under the Merchant Marine Act re 
| competition into monopolistic competi- |The subsidies are to equal the dif \ 
| tion, and expenditures for these pur- — ence in cost between the successfu! 
poses are in large part a substitute for | der among American shipyards a1 
price competition. It is probable that principal foreign shipbuilding cen 
the resulting increase in cost outweighs — which is availed of by the principa 
| any advantage toconsumers inthe way _ eign competitors in the service in w 
of greater variety of goods. The uncrit- the vessel is to be operated, and w 
ical use of the cost standard in the is deemed by the Commission to f 
Robinson-Patman Act thus serves to _ nish a fair and representative exam; 
maintain, or even strengthen, monopo- for the determination of the esti! 
listic influences, which is a result dia- —_ cost of construction in foreign count 
metrically opposed to the intent of the — of vessels of the type proposed 
law. constructed.” Evidently the Maritir 
| Still another problem is presented by | Commission will have to develo; 
| variations in cost among the producers _ teria for determining what is a 
in an industry. It will be recalled that resentative” or “bulk line” foreig! 
| in the Bituminous Coal Act minimum _ shipbuilding firm. 
prices are to be fixed with reference to A final aspect of the application 
| the weighted average of the direct cost the cost standard is the bearing 
| of production of coal, computed in the — subsidy provisions of the Merchat 
manner described earlier, for each of | Marine Act upon the theory ol , 
| the minimum price areas defined in the __ parative advantage and the inter! | 
[ law. The existence of excess capacity tional division of labor. It is interestin: 
was the fundamental occasion for the to note that the idea of equalizin 
| stalled. Heavy capital charges would be accumulating mally low prices through the threat of con 
i in the interval—possibly a long one—and meanwhile duplication. It should be recalled, also, t! 
the unequipped dams would be making a contribution palities purchasing TVA power may secure gra 
' through water storage to power production at the 45% of the cost of their distributing systems !' 
: dams which were equipped. The other possibility is Public Works Administration. 
the acquisition of private utility property at abnor- 
| 
| 
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luction between American 

on producers which was in- 
{in the tariff act of 1922 has 
ver to the field of ship- 
ship operation through 
idies. An upper limit, though 
one (50%), is fixed to the 
shipbuilding cost which 
ialized by the subsidies, but 


t is fixed to the subsidies for ship 


Che fallacy underlying the 
lizing domestic and foreign 
roduction is so familiar to 
as to need no discussion 


subsidies have the same 


protective tariffs and must be 


mainly on the ground of 


nec essity.?! 


t} 
4) 


esponsible for the heavy reli- 


T) 
Vil 
DaADLY 


liticulties 


T 


rd needs to be said concerning 
inistrative difficulties involved 
ing the cost standard in the 


here reviewed. Although ad- 
ve considerations have been 


the cost standard, the latter 
rise to about as 
avoids. The 


given 
as it 


n-Patman and Merchant Ma- 


rme 


furnish examples. As to 
r, competent students have 


that the relatively un- 
ed state of cost accounting 
ie and the far from universal 
P h cost accounting systems 
vailable constitute a handicap, 


furthermore, 


ming of which is essential 
ful administration the 
the measure is 


of 


ily stated in general terms, and 


I 





ederal T'rade Commission and the 


‘have the extremely difficult 


nted out in this connection that Sec- 
uires that “The shipbuilder, subcon- 
almen, or suppliers shall use, so far as 
y articles, materials, and supplies of 
luction, or manufacture of the United 

Section 606 imposes a like requirement 
\lp operators. 
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task of applying its provisions to a 
multitude of price situations involving 
many thousands of enterprises. In the 
case of the Merchant Marine Act 
the difficulty, if not impossibility, of 
securing information concerning ship- 
building and ship operating costs from 
foreign governments and business firms 
promises to be a serious handicap in 
the administration of the law. It should 
be recalled, also, that the measure pro- 
vides for subsidies to offset those 
granted by foreign governments, and 
these are often so concealed as to be 
difficult for an American agency to 
uncover. 


Conclusion 


In conclusion, the implication of the 
foregoing pages is that the foundation 
of legislation of the sort here con- 
sidered should be a functional, eco- 
nomic cost concept rather than the 
accounting concepts upon which these 
measures apparently are for the most 
part based.** This is not to minimize in 
any way the importance for such legis- 
lation of financial and cost accounts 
kept so far as possible in a uniform 
manner and according to the most ap- 
proved standards. Such records, though 
intended primarily to serve the pur- 
poses of internal financial management, 
are an indispensable instrument in a 
program of industrial control, as the 
history of public utility regulation 
abundantly shows. 

Nevertheless, the use of ordinary 
accounting concepts of cost as the 
standard by reference to which price 
control legislation is to be administered 
22 Some of these problems are discussed in B. A. Zorn 
and G. J. Feldman, Business Under the New Price 
Laws. New York: Prentice-Hall, Inc., 1937, chap. 9. 
23 It should be recognized that, in some measure at 
least, accounting procedures could be adapted to the 


requirements of policies based upon an economic con- 
cept of cost. 








results both in misconceiving and in 
grossly oversimplifying the problems 
involved. Measures based upon the 
cost concept as understood and applied 
in economic theory would recognize 
the restricted role of cost in short-run 
price determination; they would dis- 
tinguish between various types of 
discrimination and would recognize 
the social desirability of many price 
reductions made without reference to 
total unit cost which serve to maintain 
or increase the total output of goods. 
[hey would recognize also the prob- 
lems presented by variation in costs 
among producers and by the indeter- 
minacy of total unit costs where joint 
or overhead costs are involved, and 
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hence would avoid the absurditia 
of “yardsticks.”” In measures +} 
grounded the use of the cost standars 
would be consciously adapted to th 
achievement of such objectives as th, 
reduction of business fluctuations, 
most economical allocation of the fa. 
tors of production, the most advanta. 
geous size for producing units, and th, 
protection of the interest of consumers 
Each of the measures here reviewed 
has important shortcomings which 
sult in large part from the adoptior 
an accounting rather than an econom 
view of cost. Unless price control leg 
lation is based on an economic concept 
of cost it cannot serve the ends of 
acceptable social policy. 
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THE CONSUMER MOVEMENT 
BY KENNETH DAMERON 


HE “consumer movement” may 


described as the organiza- 

activities, and attitudes 

in their relation to the 
n of goods and services. It 
emphasis to the consumer’s 
| and correct information on 
iality of commodity, and on 


nd efficiency of distribution. The 


lisplays the efforts of con- 
mselves. Aware of their ig- 
buying, skeptical of the 


iship of private business, and 


; to whether or not they are 
‘ir money’s worth, they have 

‘ulate. It is not a concerted 
t; in reality it is a series of 
ing in common the feeling of 
tion with goods and services 


marketing practices involved in 
istribution. Coupled with this 


a demand for information and 
n in the market. 
tion of the movement is not 
toward consumer coopera- 
history, objectives, and ideals 
perative movement are differ- 
se of the consumer move- 
operative movement may 


a safety valve function to the 


unless private distribution 
the critical demands of con- 
(the consumers) will turn 
rative-owned distributive or- 
This reflects a different 

m those persons who, in- 
the ideals of cooperation, 
ooperative movement the 


the chief objectives of the 
vement is the demand for 


buys for household or personal 
t of making money out of the use 


te 


™N 


information—information concerning 
the qualities of goods, price, conditions 
of production and sale, use of goods— 
emphasizing the fact that the consumer 
is no longer content to know just where 
the goods may be secured and how 
much they cost. Consumers want lower 
prices and quality merchandise com- 
mensurate with the price they pay. To 
make certain of the attainment of these 
ends, they are turning to government 
protection and taking an active part in 
legislation designed to protect them 
and to promote the elimination of un- 
fair business practices. They are also 
substituting collective action for indi- 
vidual action. Collective action has 
been common among labor and capital 
groups. It has never before had any 
sustained use by consumers. 

One wing of the consumer movement 
is opposed to capitalism and the profit 
motive. Anything that discredits busi- 
ness is a gain for their viewpoint. They 
seize upon false advertising and similar 
practices to foster fear and suspicion 
in the minds of consumers. 


The Economic Implications of the Con- 
sumer Movement 


The consumer movement is a product 
of economic evolution. It is an aspect 
of the transition from a producer’s 
economy to a consumer’s economy; 
from an economy of scarcity to one of 
plenty; and, with certain limitations, 
from a seller’s market to a buyer’s 
market. These changes have tended to 
make consumers more critical and to 
enhance their importance, notwith- 
standing the fact that much of our 
formal economic literature is fabricated 
around the producer viewpoint. | 
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Our early economic problem was istered market and a commercially con- 
Adam Smith trolled standard of living. The consumer 
free to take or leave under a syctem 
which “free competition” is becoming 
creasingly unreal.? 


‘how to get goods.” 
pictured consumption as the goal of 
economic activities and labor as irk- 
me exertion undergone for the sake 


of getting goods to consume. This view 
b] . . 
Also, the consumer’s choice is grea: 


handicapped by the fact that he kp 
so little about the products he us 
that he is unable to make an intelligen: 
choice. Furthermore, the econom 
processes have limited the consumer’ 
relation with production until now 
meets it only at the point of final 
ultimate sale. As stated by Walton H 
Hamilton: ‘‘ The consumer must find a 
substitute for the direct action of t 
market place.” The breakdown 
market price as a protection to 
consumer is accompanied by a lack 
confidence on the part of the consur 

Within certain limits, consumers 
force changes in production. Student 
of fashion tell us that people be 
“bored”’ with a prevailing style 
welcome a change despite the fact t! 
the article in question is by no meat 
worn out. Many of the changes origi- 
nating with the producer are not what 
the consumer wants, and cons 
find difficulty in gaining an audi 
with the manufacturer. The Gene: 
Motors Customer Research Depart 
ment is an example of the attempt 
business to bridge this gap. Nevert! 
less, the introduction of the annu 
seasonal model, induced by th« 
of progressive obsolescence, refiect 
force of business competition 
commercially controlled stand: 
consumer buying. 

It is true that “consumption 
be the end and purpose of produ 
and that over a period of tim 


of economic behavior is a common one 
to many present-day economists. It 
suggests that economic theory should 
rest upon an analysis of consumption. 
Following Smith, most economists, 
after stating the importance of con- 
sumption, proceed to develop the major 
part of their work around production. 

That economics is born of its own 
time and place is further exemplified 
by tests of some of the commonly 
accepted assumptions of our economic 
society. Among these assumptions are: 
the consumer guides production; con- 
sumption is the end and purpose of 
production; competition is an adequate 
safeguard of the consumer; retailers 
and other businessmen protect con- 
sumers; consumers are rational and 
awake and alive to their own interests. 

In modern society, production for 
the most part, it is claimed, is guided 
by the choices of consumers. Does this 
mean that consumers have complete 
freedom of choice? Do they know 
enough about commodities to make 
intelligent selections? Or is it not true 
that industry is engaged not alone in 
making goods but in devising ways and 
means of manipulating consumers’ de- 
mands? No doubt in the broadest 
sense of the term, consumers’ choice 
guides production in that an industry 
cannot continue if consumers do not 
want the product or if the industry is 
unsuccessful in its attempts to make 
them want it. 


Paradoxically, the consumer has never 


been so free to choose as he is today a é % Third |} 
— 3 OSE as he is today and at 2 Robert S. Lynd, “Democracy’s Third E: 
the same time so little free, so completely Consumer.” Political Science Quarterly, Dec 
bound as he is upon the wheel of an admin- 1936, pp. 481-515. 
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which have consumer 
e. and have stood the test of 
salability, will be pro- 
present scheme, compe- 
iards the consumer to the 
ent of giving him a choice 
r and higher prices. Those 
mean little unless 
defined. Consumers have 
istake of identifying better 
higher prices falling right 

he sellers’ claim that “you 
vhat you pay for.”’ Again, one 
tives of the consumer move- 
secure information which 


rences 


reveal differences in quality and 


bla 





ati 


s in prices. Some retailers are 
as consumers of the essen- 


ities of many of the goods they 


;UALI 


nsumer movement seeks to 
this condition by asking for 
n at the point of sale. Many 


assertions are confusing 


tutes lor facts. 


been assumed that consum- 
nal and awake and alive to 
interests. A man’s desires 


leveloped so they will greatly 


his needs. Advertising and 


echniques have among their ob- 


‘creation of a value in the 
consumer. Advertising men 
rationalized appeal as one 
cceptable “‘reason”’ for an 
en the action really springs 
icceptable cause. 

; 1912, Wesley C. Mitchell 
teresting analysis of the back- 
' consumer spending*® and 
s’ inability to make intel- 
ices. In this article, Mitchell 

nsumer ignorance in spend- 
he organization of family life 

) inefficient and ineffective 


mer 


hell, “‘The Backward Art of Spend- 
n Economic Review, June, 1912, p. 269. 
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spending practices, and suggestions for 
improvement in spending. 


In the scheme of modern life, making 
money and spending money are strictly cor- 
relative arts. Of the two, spending is rated 
as pleasanter and easier to practice. Cer- 
tainly, for most of us it is not less impor- 
tant. A few, indeed, make so much money 
that they can slight the art of spending 
without suffering discomfort, but the vast 
majority would gain as much from wiser 
spending as from increased earning. 


Many consumers scarcely know what 
becomes of their money, though well- 
schooled citizens of a money economy 
ought to plan for their outgoes no less 
carefully than for their incomes. 

As a unit for consuming goods, 
the family has remained substantially 
as under simpler economic organiza- 
tions, with the burden of household 
responsibilities resting with women. 

A housewife can compare costs so 
long as they consist solely in the money 
prices she is charged for goods. She 
cannot make a precise comparison be- 
tween the price of a ready-to-wear 
frock and the price of the materials 
plus her work making it. She cannot 
make objective comparisons between 
the various gratifications which she 
may secure for $10. 


In fine, spending money cannot conceiv- 
ably be reduced to such a system as making 
money until someone invents a common de- 
nominator for money costs, and for all the 
different kinds and degrees of subjective 
gratifications which money can procure for 
people of unlike temperaments. 


“The desire for distinction is one 
end which women do seek in spending,” 
says Mitchell. ““The Money Economy 
forms in us the habit of extravagant 
expenditure for the unacknowledged 
purpose of impressing both ourselves 
and our neighbors with an adequate 
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sense of our standing.” (This desire for | merchandise, the consumer was sj 
distinction in spending was pointed out ered with meaningless phrases ? 
by Nassau Senior and developed by victimized by the manipulation of ; 
Thorstein Veblen.) mand through the channels of adver: 
| ing, salesmanship, and sales promotin; 
The Development of the Consumer Move- Paralleling in point of time the ts 
ment test”’ literature were books on the ¢ 
| Slichter states that most spending of = POMS of consumption.°® Phese 
money in modern economic society 1s followed no set pattern. Some 
done in spare moments by amateurs. phasized theories of consumpt 
‘ others discussed practical problen 
The consumer often doesn’t know his or consumer buying, as for exam} 
her own desires with sufficient definiteness eting, commodity standards. 
to describe them to another person. Fre- istration of personal Lacoues: 
quently he doesn’t know what his wishes Another of these books (Nyst \f 


1 
: } . 7-7-3 a) > ) enlea ° - 
ah until he has seen them for sale. . . . showed the dominance of the con 
And finally ... to most persons under 4 
and presented the other sid 


most circumstances, spending money is it- ; ‘ 
; argument developed in Your M 





ee niaae » 4 
self a pleasure. W orth. 
[The ignorance of the consumer Concurrently, students in ma 
makes it possible for him to be de- and advertising exhibited an int 
ceived as to quality, quantity, price, in the economics of these sul 
weight, measure, name, size, and any _—‘ Their analyses revealed a critical | 
other factors involved in buying. point. They attacked the costs 
It remained for writers in the “ pro- tribution, the ethics of advertising, 2 
test’’ group to popularize and drama- similar problems which were 
tize the weakness of the consumer in — opportunity for popular present 
buying and to give impetus to the mod- by the “protest” writers. 
ern consumer movement. For at least In general, university cours 
a decade books of this type have been keting and advertising do not neg 
read by millions of consumers. One of the viewpoint of the consumer. [1 
the most influential of this group of universities students of home « 
books was Your Money’s Worth by ics are required to take these 4 
Stuart Chase and F. J. Schlink, pub- The influence of this educatior 
lished in 1927. In this book, the con- has been effective in creating 
sumer is pictured as an Alice in a tude which makes possible t! St 
Wonderland “of conflicting claims, of the consumer movement. [he in 
bright promises, fancy packages, soar- tance of fundamental edu 
ing words, and almost impenetrable factors must not be minimiz 
ignorance.” In place of facts about the _ praising the consumer movem 
‘Sumner H. Slichter, Modern Economic Soctety. Houghton Mifflin Company, 1023; Wa 
New York: Henry Holt & Company, 1931, chap. The Economics of Consumption. New Y 
XXII, “The Position of the C ynsumer,”’ pp. 539-591. Hill Book Company, Inc., i928; Paul mS 
| Chick uae than cer ue Ge a, Economic Principles of Consumption. Ne 
Ci ansumeizon of B ealt New York: The Macmillan Ronald Press Company, 1929. 
Company, 1928, and Consumption in our Society. New * As early as 1923, several universiti 
York Met sraw-Hill Book Company, Inc., 1938; courses in “The Economics of Consut f 





Hazel Kyrk, A Theory f Consumption. Boston: 
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Education. The consumer 
ated in a number of ways. 
eive formal training in 
lleges; she may receive 
from salespeople, through 
ts, government bulletins, 
-and advisory services. How- 
re formal education of the 
in high schools and colleges 
rmidable factor in the rise 
imer movement. 
nomics courses are no long- 
hioned cooking and sewing 
imphasis is given to the term 
vement’’—household manage- 
vith the result that students 
tical view of merchandise 
ective basis for criticizing re- 
s, the goods they sell, and the 
they offer. Through laboratory 
e courses instill the industrial 
ing agent viewpoint in consum- 
This results in a definite 
quality and performance 
tions and informative labels. 
rding to a survey of courses in 
er problems’ in colleges and 
lary schools by the Curriculum 
ry of the Ohio State Univer- 
college courses emphasize the 


ry topics: 


ment aid to consumer 


n of wealth and income 
ld accounting, budgeting 
lard of living 
mers’ education 
NY if general 
nethods of retailer 
g, saving, and investing 

f consumer 

n and culture 


ndary school courses empha- 
$2, Survey of Twenty-Eight Courses in 


Henry Harap, Curriculum Labora- 
e University, 1935. 





Drugs and cosmetics 

Banking, saving, and investing 
Government aid to consumer 

Clothing 

Electrical appliances 

Consumers’ sources of information 
Advertising 

Household accounting, budgeting 
Insurance 

Standards, grading, informative labeling, 


and specification 


The study of consumers’ goods oc- 
curs most frequently in secondary 
school courses. This means that these 
courses are most likely to be practical 
and of permanent value. The college 
courses are organized around general 
purchasing problems, such as price, ad- 
vertising, and misbranding. Financial 
problems are given about equal empha- 
sis in college and secondary courses. 

Approximately 25,000 secondary 
schools offer some form of consumer 
education to 6,557,940 pupils, of whom 
at least 4,000,000 are girls. Ideas gained 
from these courses reach the home, and, 
in turn, parents relay questions to the 
teacher or ask for tests of certain items. 
The specific courses embracing con- 
sumer education in the secondary 
schools are generally found under the 
following headings: consumers’ goods 
course, domestic science, homemaking 
and home economics, hygiene, mer- 
chandising, sales, marketing, and ad- 
vertising. It is stated that 100,000 
Guinea Pigs or some similar book is 
usually discussed in the hygiene courses. 

In addition, a number of college 
courses in chemistry emphasize the 
study of consumers’ goods, such as 
drugs, gasoline, soaps, and cleaning 
materials. The students determine the 
chemical nature of these commodities, 
the methods of adulterating them, and 
the hazards involved in using them. 
Courses in colleges of agriculture give 
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ttention to problems of grades, stand- 


A 
ards, meat buying, and other topics. 
Colleges of education are now setting 
| es to offer teacher training in 
Su ( ym S 


é nsumer center set up 
phens College, Columbia, Mis- 

uri, has the support of the Sloan 
Endowment Fund and the income from 
ist. The activities of 
three main 
gs which may be designated as 


a million dollar tri 
he Institute® fall under 
headin 
fact-organizing, fact-finding, and fact- 

ing. The 
main branches of the 
parts are indicated in the 


relations between these 
work and their 


} o" 
SuDs1da1ary 


accompanying chart. 


GENERAL ACTIVITIES 





A B C 
} Findin ( Research Fact-Organizing (Study) Fact-Using (Educat: 
I (2) (1) (2) (1) 
Fc c Educational Collecting and Analysis and For Stephens For 
Resea Research Arranging Interpretation College C 
Rela t Contributing to Material by of Material by Students 
( the Diffus f Library Economics — 
Pr Staff Staff (a) 
High 
School 
Students 


The adult education programs of 
colleges and universities, extension pro- 
and radio courses have directed 


effort toward the educa- 


grams, 
considerable 
tion of consumers. 

Groups of consumers (women’s clubs 
and similar organizations) are devel- 
oping forums and conferences for the 
education of the consumer. Among the 
topics discussed in recent conferences 
of this type were: price legislation and 
the consumer; retailer and consumer 
relations; grading and labeling; adver- 
tising, the press, and the consumer; the 


manufacturers’ place in the consumer 


® Bulletin of Institute for Consumer Education, Stephens 


College, Columbia, Missouri, April, 1938. 

* These organizations include the following: Con- 
sumers’ Research, Washington, N. J.; Consumers’ 
Union, New York City; Cooperative Distributors, 


_o Loraard Rusiness Review 


Harvard Business ‘Review 



























movement; the radio and cons, 
education; what the consumer s} 
expect of fabrics. 

Women’s organizations have sup; 
stimulus to the consumer mover 
furnished leadership and direction 
provided local units for educat 
purposes. They are a potential “p; 
sure” group whose action should p; 
highly effective. The household by 
problems of the depression and 
NRA provided these groups wit 


gible objectives. 


Consumer Guides and Comm 
Rating Services. Consumer guide: 
commodity rating services’ { 


important part of the consumer 1 
ment. Indeed, to some they 
consumer movement. These 
endeavor to inform the consume 
such a manner as to be of spx 
in buying. Underneath the ol 
of some of them, one gains an im; 
sion of opposition to the capitalist 
petitive system. Most certainls 
cases there is an anti-advertising | 

In general, these consumer org 
tions perform one or more of th 
ing services: 

1. Test merchandise, give ratings, 
advise consumers. 
New York City; Inter-Mountain Cor 
Denver, Colorado; National Consumers 
York City; The National Consumer 
York City; The Consumers’ Guild 
York City; and others. 








\id in consumer education through 
f above service, plus prepa- 
listribution of materials to be 


Promote buying by grade and speci- 


pport and lobby for legislation 
to the consumer. 
le films for use in consumer 


4 


lition to commodity ratings, 
vice looks into conditions of produc- 
[f wage and hour conditions are not 
luct does not receive approval. 
r organization not only advises 
mers what to buy, but serves as mid- 
and supplies the item. 
Some organizations perform a con- 
ews function; i.e., give news of con- 
ities and suggest ways and 
proving the status of consumers. 
lhe sale of books by members of the 
) be an important function of 
rganizations. 


: dificult to estimate the influence 
ganizations. One estimate 
that 100,000 families (14 of 1% 
ican consumers) have availed 
nselves of these services. However, 
nsumers Research alone is reported 
a membership of 60,000. ‘The 
of influence extends beyond 
bership, since members may loan 
rts to neighbors or discuss the con- 
t reports with other people. 
nly guess to what extent sub- 
ers to these services actually rely 
their guidance in making pur- 
in shopping for a car, stove, 
lurable consumers’ goods, the 
n refers frequently to the status 
roduct in the eyes of one of these 
ations. We cannot determine 
‘result would be if a majority 
imers followed the advice of 
ius. Certainly a revenue of 
50 millions in subscription 
tend to introduce some 
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atmosphere of commercialism, and the 
power to decide the fate of various 
brands would offer temptations to the 
directors. On the other hand, in- 
creased revenue should result in more 
effective merchandise tests. Doubtless, 
new groups would spring up to expose 
the weaknesses of all that preceded 
them. The consumer might be more 
bewildered in deciding which advisor to 
trust than in deciding which manufac- 
turer or retailer or brand to trust."” 

These guides and rating services have 
helped to educate the consumer to buy 
more rationally. They have contributed 
toward making advertising and selling 
more informative. They have acceler- 
ated the spread of the consumer 
movement. Through these 
consumers are given an organization 
which serves as a third-party influence 
in forcing a better consumer relations 
policy on private business. Their influ- 
ence has been great in proportion to 
their numbers, as they have for mem- 
bers many school teachers and minis- 
ters who have some direction of public 
thinking. Their materials are used by 
consumer study groups as well as in 
schools and colleges. (It is not to be as- 
sumed that advertising and other in- 
formation activities of private business 
should have the right of way.) 

These guides and rating services are 
by no means a solution to the con- 
sumer’s problem. To rate all available 
merchandise in every commodity field 
would require reports of encyclopedic 
size. It has been necessary for them to 
revise their ratings, and they have 
found that their weighting of the vari- 
ous qualities an article may possess did 
not coincide with that of some of the 
consumers they advised. The ratings of 
commodities cannot possibly recognize 


services, 


10 See also George B. Hotchkiss, Guardians of the Con- 
sumer, Boston Conference on Distribution, 1936. 


— egg ne tat 


The (onsumer «Movement 


279 





78 Harvard Business ‘Review 





i the psychic and subjective valuations retail prices. The New Deal gover, 
. consume! ment has not reversed this tendene, 
but it has taken active interest in co, 
Government Protection and the Con- sumers as such. | 
| emer Movement. The present Federal There are today a number of gover, 
idministration has acted on the as- ment bureaus!! studying cons 
imption that in our highly industrial- problems and serving the inter 
ized society the consumer is in need of consumers. In general, these cover 
organized protection. This protection ment divisions: (1) aid consum: 
has taken two basic forms: (1) the making prudent and economical 
furnishing of information, and (2) the chases; (2) stimulate interest jn. 
establishment of certain legal privileges problems of consumers; (3) 
and prohibitions. It involves nothing public policy in so far as it relat 
new in kind, but in part because of the the consumer: (4) suggest way 
depression it has been accompanied by __ means to promote larger and more: 
a new emphasis. nomical production of useful goods 
The Democratic party platform of improve standard of living: 6 
1930 states: planning household expenditure 
We will act to secure to the consumer fair give information concerning tl 
value, honest sales, and decreased spread and care of consumers’ goods. 
between the price he pays and the price The government organizati 
the producer receives. nishing consumer informati 
This new emphasis is a departure grown in numbers and activity 
from the traditional postulate of govern- the New Deal Administrati 
ment that inasmuch as consumption vision has also been made 
depends on industry, the vrovernment consumers representation in n 
can best help the consumer by helping affecting them.'? 
business. Invariably under this plan the Consumer representation gained 


\ 


ognition during early days of th 


businessman would gain, but wages 
Deal through the Consumers’ ( 


would not keep pace with increasing 


‘!'These include the Consumers’ Counsel under the cations and standards, and of laws and reg 
authority of the Agricultural Adjustment Administra- lating to these laws; (c) prepare analyse: 
tion, Bureau of Home Economics, Bureau of Agricul- for consumer groups participating in trad 
tural Economics, Bureau of the Census, Bureau of and other conferences where questions 
Fisheries, Bureau of Foreign and Domestic Commerce, standards are involved.” 
Bureau of Labor Statistics, Bureau of Public Health 12 In Great Britain consumer representat 
Service, Federal Power Commission, Federal Trade in the Food Council, set up by the Prime M 
Commission, Food and Drug Administration, Office of 1925, to investigate and report to the Pre 
Vocational Education (provides material on consumer Board of Trade, in the interest of consume 
education), United States Tariff Commission, and on matters relating to the supply or p1 
thers. The Consumers’ Project of the Department of of food; the Consumers Committee esta! 
Labor came to an end on June 30, 1938. On July 1, the Agricultural Marketing Act, 1931, to repr 
Works Progress Administration created a Consumer terests of consumers of products market 
Standards Project to continue and enlarge the research proved schemes, and to report to tne 
done by the Consumers’ Project in the field of stand- agriculture and fisheries on the effect 
ards for consumer goods. The lifetime of the new proj- any scheme. Coal Mines Act of 1930 pr 
ect is fixed at eight months. committee to investigate complaints mac 
{ Within its limitations of time and personnel, the spect to operation of any coal schemes, 4 
new project will ‘“‘(a) assemble and analyze technical to Board of Trade. A consumers’ boar 
data available on the standardization of consumer esting combination of advisory and plenary pow 
goods; (b) complete and bring up to date its survey the Irish Free State Prices Commissiot 
of Federal, state, and municipal commodity specifi- Control of Prices Act of 1932. 
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Consumers’ Advisory farm commodities and in making wise 
NRA, and the Consumers’ and economical purchases, and more- 
the National Emergency over to acquaint consumers with efforts 
' Jore recently, the Bitumi- — being made by individuals and groups 
- Coal Act of 1937 provides for a of consumers to obtain the greatest 
Council to appear in the _ possible value for their expenditures. 
the consuming public in a A number of the articles published in 
before the Bituminous Coal the Consumers’ Guide urge legislation 
mission. for grade labeling. This publication has 
JRA’s Consumers’ Advisory Board also given information and encourage- 
ponsibility to “‘see that nothing ment to cooperatives. 
to impair the interests of those The New Deal Administration has 
y living may be affected by _ been responsible for certain enactments 
rreements.” This board was at. which coincide with the objectives of 
me in a position “to see that the consumer movement. The consumer 
¢ is done,” as its powers were _ protection afforded by the Wheeler-Lea 
idvisory. Act and the new Food and Drug Act 
nsumer boards represented is more definite and capable of swift 
asses of consumers for par- _and tangible results. 
les. They are significant be- The Wheeler-Lea Act extends the 
reflect government interest powers of the Commission in three 
imers and their problems. directions: First, it directs the Federal 
aling with retailing and the Trade Commission to prevent business 
ractice sections of consumers’ practices injurious to consumers as 
des were of most direct interest well as those damaging to business 
nsumer movement. competitors. Second, it makes cease 
nsumer division under NRA and desist orders of the Commission 
latively ineffective because of | more effective. Third, it gives the Com- 
' present the case for the mission specific powers to prevent false 
r, lack of facts, and a personnel advertising!* of foods, cosmetics, and 
vas either uninformed or of the healing devices. 
! to Washington to serve for The President’s signature on the new 
rt periods of time. Food and Drug Act enables the Admin- 
ne Consumers’ Guide, a publication istration to make use at once of some 
e Consumers’ Council of the Agri- — of its emergency provisions. Power is 
\djustment Administration, conferred to deal immediately with 
timulated great interest in the drugs which are dangerous to health 
mer movement. This publication | when taken in accordance with the in- 
urticles and data designed to _ structions on labels, with new drugs 
imers both in understanding — which have not been adequately tested 
in prices and costs of food and for safety, and with cosmetics which 
false advertisement’ means an adver- to which the advertisement fails to reveal facts mate- 
in labeling, which is misleading in a rial in the light of such representations or material 
t; and in determining whether any ad- with respect to consequences which may result from 
leading there shall be taken into the use of the commodity to which the advertisement 
ther things) not only representations relates under the conditions prescribed in said adver- 
e 1 by statement, word, design, device, tisement, or under such conditions as are customary 
mbination thereof, but also the extent or usual.” 
> - — - - = a - 
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| may be harmful. A nefarious traffic is or Commerce. The Reorganizatio, 
thus already under restraint. Government Act H.R. 4425, if Dass 
Because it is more positive than the would enable the President to syby 
| former law, it should have a salutary a plan whereby consumer actiy}; 
effect in raising the quality of foods, could be consolidated under one }y 
drugs, and cosmetics. or division. A unified section y 
| More effective control is now pro- give attention to the establishment 
| vided for poisonous or deleterious in- — grades and consumer information. |, 
gredients in food. No longer will it be would provide a channel for consy; 
possible to sell food which contains a representation and advice in matters 
‘natural’ poison. Especially stringent legislation and procedure in 
re the paragraphs that permit direct consumer interest is involved. 


action when contaminated food causes 


outbreaks of disease. State Government and the Protect: 
Under this law it is impossible to of Consumers. Federal legislati 
| sell a jam as a composition of pure consumer protection relates to int 
fruit and sugar, small amounts of fruit state commerce. A number of stat 
acid, and pectin. Similarly, labels must governments have legislative en 
indicate the contents of proprietary ments designed to protect and inf 
foods. the consumer.!* (Consumer lob! 
The government plays an important have been active in both Federal 
part in the formulation of standards of _ gtate legislative bodies.) Several stat 
quality and in the promotion of the — jncluding New York and New Jers 
use of labels. ‘The consumer movement have oteeitiah comeumer tal 
in its demands for information and pro- tion divisions. At least 16 other stat 


“ction gives impetus to these activi- P ; ; 
tection gives impetus t . have under consideration the formu 
tion of similar divisions. The main pu: 


pose of these divisions is to in! 


ties of government. 

Finally, there is the possibility of a 

| Federal department headed by a cabi- 
net officer with responsibilities on be- 
half of the consumer. This would 

doubtless have the effect of coordi- 

nating and consolidating the numerous 

government agencies interested in con- 


consumers on the market supplies 
prices of farm products, as wel 
on how to distinguish quality in s 
products. 

Michigan has a Consumers’ Bur 
under the State Department of Ag: 


sumer problems. Some have argued fora . 
separate consumer department. Others culture, which was established J iI 
have argued for a consumer division ary 3, 1938, by Executive Oraer 
under the Department of Agriculture the Governor with the cooperat 
if A bill establishing a department of the consumer in Representation at hearings on price-fix 
New York State has been proposed. The bill is spon- tion, chain stores, etc. 
sored by the American Labor Party and the City Maintenance of statistics on living 
\ffairs Committees consumer income as well as on whovesa 
The major activities of the department as now pro- distribution costs. 
posed would be as follows: Promotion of standards in labeling. 
| Sunervision of business practice through an or- Removal of abuses in instalment selling 
pat tterned en the Federal Trade A testing laboratory to test branded p! 
Commiss to issue reports to consumers at cos 
-_ -~ 
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nissioner of Agriculture. The 
the outgrowth of a four-year 
program of the Wayne 

Consumers’ Council. The pur- 

Consumers’ Bureau is to 
consumer buy intelligently 
ereby to increase the value of 
lar. “It will gather and make 
the consumer factual in- 
n which will be helpful to him 
ving this end.” This bureau 
bring together and make use- 
-rvices offered to the consumer 
tate and Federal governments. 
au encourages informative ad- 
quality standards, and in- 
native grade labeling. 

[hirty-eight states have laws on 
books which at least frown upon 
idvertising. ‘Twenty-four states 
truth in advertising laws modeled 
Printers’ Ink Statute, but only 

, Wisconsin, has established a legal 
y to enforce the law. 

[he State of Maine has a cosmetic 
which provides for the refusal of 
tration to any product containing 

believed to be injurious in- 

ts. Some cosmetics bought freely 

ere cannot be purchased in 
Louisiana has a law designed 
some types of false and mis- 

ling advertising out of the state. 
Dakota maintains a testing lab- 

for certain consumers’ goods 

ikes its findings available to the 
public. It sets up minimum standards 
gasoline and requires paints and 
to be labeled to show their 


















tuents. 

\ll important cities have some regu- 
of their own. The commodity 
nerally supervised is milk, al- 
standards set up for it vary 
Some cities have regulations 
‘quality of butter, cheese, and 

which can be sold in their 

. Seattle and Schenectady lead 


ee 
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in setting up special provisions for the 
quality of meat. Most cities have regu- 
lations for the cleanliness of markets. 


Other Factors Contributing to the De- 
velopment of the Consumer Movement. 
The depression played a threefold part. 
With household budgets reduced, it be- 
came imperative that household con- 
sumers secure their money’s worth. 
That naturally caused a greater ac- 
tivity in the spread of information and 
formed a ready opening wedge for con- 
sumer organizations. The housewife 
also became more interested in local 
store prices and qualities of merchan- 
dise offered for sale. Business, in turn, 
was intensely competitive. It was in- 
creasingly difficult to maintain volume. 
A result of this intensified competition 
was an orgy of sales promotion and 
advertising which tended to shake the 
confidence of consumers. Special sales, 
contests, and extravagant claims cre- 
ated a situation of distrust. Quality 
standards were lowered—so much so, 
in fact, that the National Retail Dry 
Goods Association sponsored a drive 
for quality known as the Quality Move- 
ment. The very restrictions of consumer 
budgets tended to create irritations and 
dissatisfactions with merchandise dis- 
tribution, and as has been indicated, 
depression augmented governmental 
interest in the consumer. 

Certain psychological factors have 
exerted influence on consumer move- 
ments. The fear complex has been capi- 
talized by some advertisers in copy 
stressing social disapproval because of 
odors, teeth, baldness, and a number 
of other personal flaws. The excessive 
use of the fear “‘appeal,’’ which gives 
one the impression that America is a 
nation of gossips, has helped make it 
possible for the anti-advertising move- 
ment to “sell”? to consumers the high 
social cost of advertising. The con- 
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umer movement is also marked by 


importance and of power on the part 
orf the consumer. 

It is estimated that about 10,7 50,000 
women are gainfully employed, and of 
this number about 3,000,000 are mar- 
ied. These women are acquainted with 
the methods of business. Their eco- 
nomic viewpoint is changed by this 
experience. They want their money’s 
worth. They have acquired more of 
chasing-agent viewpoint. 

Several publications! maintain test- 
ing sehen and one at least offers a 
eal of approval. The Crowell Publi- 
cations have set up a Consumer Divi- 
sion to carry on research, educational, 
and consumer information services. In 
commenting on the organizations such 
as the Good Housekeeping Institute, 
Elizabeth Ellis Hoyt maintains: 


Relatively little protection is afforded to 
consumers by organizations such as Good 
Housekeeping Institute, which has one aim, 
the furtherance of advertising carried by 
the magazine. These organizations tell us 
that a certain product lives up to its 
claims, but they do not tell us how im- 
portant these claims are or how good the 
product is compared to its competitors.'® 
8 Good Housekeeping; Better Homes and Gardens; The 
Vew York Herald geben 

Elizabeth Ellis Hoyt, Consumption in Our Society 
New York: McGraw Hil I] Bc Company, Inc., 1938, 
7 There are three methods by which goods may be 
-rtified. The first is to set up standards by law which 
quality at intervals. The second 
rough the work of a professional agency such as 


the “approved” certific ation of the American Medical 


Association. The body cannot enforce the standards, 
but it can withdraw the use of its name. The third 
method is through the work of certain private agencies 
which maintain testing laboratories and advertise only 
those goods which meet their a ny 

18 Standardization of consumers’ goods refers to the set- 
ting up of a quality standard which a good as a whole 


must attain and/or a standardized description, a 
standardized terminology, to characterize various as- 


ects of a good, as its weight, size, threadcount, etc. 


rise of the consumer ego—a feeling of 
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Nevertheless, the consumer acti 
ties of publications have given ir npet 
to consumer interest in the merchan 
ing and advertising of goods and ser, 
ices and have called attention to ; 
desirability of some agency of cert; 
cation” and approval. | 


Consumers’ Goods Standards—Inform, 
tive Labels . 
The development of commodi; 

standards'® and the use of labels 

devices whereby the consumer ma 
gain protection in the market 
secure information essential to inte! 
gent buying. These are among the ain 
of the consumer movement. Consum: 
are especially interested in the star 
ardization of measurement, charact: 

istic, or performance of goods. W 

one considers the variety of go 

stocked by a single department of tl 
average store, the task of determi: 

standards seems almost hopeless. H 

ever, there are certain key factors, 

as color, permanence, shrinkage, et 
which affect whole lines and aff 
convenience to the customer. Furt! 
more, the effectiveness of grade 
informatie e labels? must rest in mar 
instances on the determination of sta! 

(Hoyt, op. cit., p. 121). 

19 J abel—as defined in Federal Food and D1 

Federal Insecticide and Fungicide Act as * 


any legend and descriptive matter or des 
stenciled, stamped, seared, or impressed 
article, or its container” and also includes « 
A etc., which are packed with t 

20 The following definitions were devel 
Moser under the direction of Dr. R 
Columbia University: 

Informative labeling may be described as t 
of attaching to or imprinting upon an art 
for sale to consumers, or upon packages + 
units of it, written material and/or illustratior 
scriptive of those properties and characterist 


S. Alex 


article which are, or purport to be, comm nl 

; H P w ¢ 1 of 
as measures or evidences of its quality and its 
ness to the consumer, or a grade designat 


upon accepted standards or specifications pr 


with reference to such properties and chat 


ac I 


gg 


Specifications and standards at 
nt time mean little to the un- 
nsumer. Their meaning and 

e must be amplified through 
ertising, and personal selling. 
have made definite de- 
ibels and especially informa- 

_ Stores sensing the value of 
mative label in selling have 
trated effective interest in in- 
ative labels. The label, within the 
kind and purpose, informs 
protects the consumer. What 
| appear on it depends on the 
t. Consumers desire label infor- 


| 









riving washing and cleaning 
material content, size, 

ire, grade or quality, direc- 

\s for use, construction or workman- 
p, measurement, guarantee, sensible 
‘not wash- 


ngs, as for example 
Consumer surveys indicate in- 
t in informative labels on dresses, 
ns and house dresses, sweaters, cor- 
inens and domestics, upholstered 
ture, shoes, furs, cosmetics, wom- 
neckwear, electric appliances, 

clothing, furniture (other than 
lstered), luggage, floor coverings, 
sand pans, garters and suspenders, 


n tools and accessories, and 


| 


tooads. 


is usually done by the manufacturer or 
tributor, less frequently by the retailer. 
e two general types of informative labeling: 
tive labeling, which is currently gaining the 
nd interest of retailers, manufacturers, and 
and (2) Grade labeling, which certain 
zations and governmental bodies have 
r several years as a proper means of 
nned goods, domestics, and other con- 
The major present application of 

s confined to agricultural products. 
abeling may be defined as the practice 
or imprinting upon an article offered 
imers, or upon packages containing 
tten material and/or illustrations indi- 
resence and extent of some or all of those 
nd characteristics of the article which are, 
be, commonly regarded as measures or 
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Opinions differ as to the probable 
success of standardization and the use 
of labels. Hotchkiss?! observes that “‘it 
is much easier to sell consumers the 
idea of government-standardized com- 
modities than the goods themselves. 

.”’? Consumers are, no doubt, in 
need of more education as to the sig- 
nificance of grades and standards. The 
Department of Agriculture in Canada 
has under way an advertising cam- 
paign to make consumers quality-grade 
conscious. The slogan is “Buy by 
grade—Buy with confidence.”’ 

It has also been contended that the 
consumer is not and never will be very 
much interestcd in buying to specifica- 
tions. She is interested in buying satis- 
factions. Buying by specification should 
be the function of the retailer, and he 
must be held responsible for selecting 
the most desirable goods from those 
available. 

It is also argued that the fixing of 
formulae for quality which would 
straight-jacket manufacturers and re- 
tailers would “‘freeze”’ quality standards. 

There has been less argument against 
informative labels. Some retailers con- 
tend they are not significant in con- 
sumer buying and that they confuse the 
customer. Manufacturers claim that 
some stores remove the labels before 


evidences of its quality and its usefulness to the con- 
sumer. There is a growing tendency for the descriptive 
label to include recommendations concerning the use 
and care of the labeled article. 

Grade labeling of consumers’ goods may be defined 
as the practice of marking merchandise offered for 
sale to consumers, or the packages containing such 
merchandise, with a designation indicating that the 
articles so marked fall within one of a series of quality 
classes defined by specifications or standards set up 
by government agencies, trade representatives, and/or 
consumers’ organizations, and usually accepted by the 
interested parties, with reference to the various prop- 
erties and characteristics of the article which have 
been agreed upon as elements essential to a proper 
appraisal of its desirability. 

21 George B. Hotchkiss, Guardians of the Consumer, 
Boston Conference on Distribution, 1936. 
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placing the merchandise in stock. These 
viewpoints and actions fail to evaluate 
the present-day importance of consumer 
education and the economic factors in- 
herent in the consumer movement. 


Retail Cooperation 

The direct contact between con- 
sumers and retailers causes retailing to 
be the cutting edge of many of the de- 
mands of the consumer movement. The 
consumer movement asks of retailing 
quality merchandise at reasonable 
prices, commodity and price informa- 
tion, and protection from unfair trade 
| ractices. 

Retailing is one of the most 
sumer-minded”’ of all business activi- 
ties. Individual store policies have been 
built around ideals of consumer satis- 
faction. The “‘ customer is always right”’ 
slogan has formed the basis of many of 
these policies. For at least fifteen years, 


‘ 


“con- 


retailers, through their trade association 
activities, have asked for the consumer 
viewpoint and have made numerous 
gestures of cooperation. 


Consumer Activities of Retail Trade 
Associations. For some time, the Na- 
tional Retail Dry Goods Association 
has been studying specific problems re- 
sulting from the consumer movement. 
Recently, the association went on rec- 
ord as officially sponsoring a program 
to advance the movement for con- 
sumers’ goods standards and stand- 
ardized description or terminology to 
characterize various aspects of goods 
as weight, size, thread count, etc. This 
program involves cooperation with 
manufacturers and with governmental 
bureaus and consumer organizations. 
It recommends that merchandise stand- 
ards be submitted for the approval of 
the American Standards Association, 
and that in cases in which legal en- 


» os oe CRyy cipece ©P 9294270) 


forcement is desirable, the Feder, 
‘Trade Commission be requested to r, ; 
ognize standards so approved. Labelino 
publicizing facts about merchandis: 


and establishing a standard proced 


for certifying commodities we; 


endorsed. 


Retail trade associations are taki; 


an active interest in the Nat} 
Consumer-Retailer Relations Coup 
which is made up of retailers and ¢ 


sumers with representatives of gover; 
ment, advertising, manufacturing 


better business bureaus, and other: 
associate members. The objects of 1 
Council, as announced in its by-lay 
are: 


a. To stimulate interest on the part 


consumers, distributors, manufacturer 
and the general public in the value of ad 


quate standards for consumer go: 

b. To promote the general use of s 
standards. 

c. To promote the general use of inf 
mative labeling. 

d. To promote the use of uniform tern 
nology in describing consumer goods 
services. 

e. To promote truthful and inforn 
local and national advertising of all kind 

f. To promote informative salesmansh 

g. To develop and promote the 
suggested codes of ethics for both reta 
and consumers. 

h. To encourage practices which w 


sot 
a 


tend to reduce abuses of such privileges a 


customer accounts, returns, deliveries, 2! 
similar services. 


i. To foster local cooperation betwee 


stores or groups of stores and local 
sumer groups. 

In reviewing the first year’ 
ation of the Consumer-Retailer R 


lations Council, Harold W. Brigitma: 


its chairman, stated’? that pr 


22 See New York Times, August 7, 1938, Bu 
tion, p. 8 F, “Consumer-Store Unit Fir 
Year.” 











‘mportant accomplishment of 


to rr C | was the publication, June 
eling 1938, of the pamphlet on informative 
ndi which has been issued to con- 
ed ailers, and manufacturers. 
= 


rch committee of the Council 
Ls ve t its activities should be limited 
a ., the encouragement of technical research 
standards and_ testing 


consumers’ goods. 


no 
Lk 


verr letail trade associations are active 
ring a the Advisory Committee on Ultimate 
$a ( ners Goods of the American 
tt Standards Association. Several promi- 
aw nent retailers are on this committee as 
representatives of consumers 
vernment. This affords a com- 
eting for those interested in 
lity standards. 


lctivities of Individual Stores. One 
a three-way consumer pro- 
signed (1) to raise the standards 
chandise, (2) to educate the 
people, and (3) to educate the 
mers. To carry out this program, 
analyzes and rates all basic 
cked and endeavors to arrive 
tisfactory standards of quality for 

f these lines. 
Several stores have pioneered in the 
ormative tags and labels. One 
that its labels and tags 
| the consumer what the product 
nade of, how it is made, the service 
| give, and the best care for longer 
Other programs of consumer edu- 
n are found in the publication and 
tribution of Consumer Shopping 
les and “‘ How to Buy” pamphlets. 
Since 1911 the testing laboratory has 
een used in retail stores. More scien- 
re buying, protection to the 
imer, and factual advertising and 
some of the advantages 
| for the store testing laboratory. 


\ re tates 
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Consumer groups criticize the retailer’s 
laboratory efforts because but few 
firms reveal quality specifications to 
consumers. Then, too, the phrase 
“laboratory tested”? has been so mis- 
used in advertising as to minimize the 
value of the more serious efforts. 

In some stores, buyers were directed 
to request the resource to describe cor- 
rectly the fabric and content of the 
material and to enter this description 
on the order. Copywriters in the ad- 
vertising department were required to 
insist in each case that the buyers 
write on their requests for advertising, 
complete information regarding the 
fabric, wood, metal, or any other ma- 
terial of which the item is made. The 
copy writers were “‘urged”’ to write 
their copy so clearly that there could 
be no question in the reader’s mind 
as to just what material was in the 
product. They were warned not to use 
an asterisk to qualify a word or phrase. 

There has been a marked trend 
toward the use of consumer advisory 
boards and committees and the use of 
the consumers’ counsel within the 
store. The consumers’ counsel serves in 
a manner similar to the fashion advisor, 
interior decorator, household manage- 
ment adviser, and other services. 

The advisory boards or committees 
may be set up as permanent boards or 
as temporary committees to present 
the consumer viewpoint to retailers. 

Many of the ‘‘consumer”’ efforts of 
retailers are on trial. They are in the 
experimental stage. Merchandise test- 
ing, informative labeling, programs of 
consumer-retailer education, should be- 
come permanent features in the distri- 
bution of goods. The demands of the 
consumer movement should result in a 
redirection of retail activities. 

Consumers are aware of their igno- 
rance of retail prices. They can com- 
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pare prices of like brands at different 
stores. Advertisements contain price 
information; but to secure adequate 
price information, it 1s necessary for 
the consumer to “‘shop”’ around. Lack 
vledge of prices has contributed 


to the success of special sales and to the 
presence of price differentials between 
stores of the same type. However, con- 
sumers are knowingly willing to pay a 
higher price for the privilege of trading 
at certain stores. Furthermore, they do 
not comprehend the costs of the many 
services involved in retail distribution 
nor do they always distinguish between 
the prices of stores offering many 
services with those of stores offering 
but few services. Therefore, an objec- 
tive of the consumer movement is to 
secure definite information on the cost 
of retailing, of the detailed elements of 
‘why”’ 


‘ 


the retailers’ markup, and on the 
of markdowns and special sales. Finally, 
the price policies of manufacturers, 
especially as they involve controlled or 
fixed prices, must come under the criti- 
cal review of the consumer movement. 
The Need for Informative Advertising 

The advertising of any period mirrors 
the social character of business. This 
character grows out of the economic 
situation and reflects the changing 
attitudes of buyers and sellers. Con- 
sumers, better educated and better 
organized, have increased their criti- 
cisms of the methods employed by 
sellers. Because of their closeness to it, 
advertising has been a target for con- 
sumer criticism. 

\mong the more common consumer 
criticisms of advertising are the use of 
exaggeration, psuedo-scientific state- 


ments, the use of misleading names or 
terms, misleading labels, testimonial 
letters, comparative prices, and such 


use of premiums, prizes, and contests 
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as to confuse the consumer as to th, 
true value of the product. It js ai 
claimed that advertising distorts +! 
press, radio, and movies; that it dray: 
consumers to rely on slogans and brand 
names instead of an education in jp 
partially established quality standard 
advertising contributes to false sca 
of social values by aiding haphazard 
competitive activity. Trade names a: 
trademarks are criticized because t! 
do not identify quality differen 
Thus, advertising intensifies and mae 
nifies the growing consumer distrust 
private business and, as indicated i: 
earlier section, provides a ready sel 
point for the left wing of the cons 
movement. A test of the functi 
advertising in terms of the consur 
movement is: Does the consumer | 
more wisely ? With advertising, 
consumer become a wise buyer? D 
advertising perform the informat 
utility? 
What does the buyer need to k: 
that advertising may supply? Ady 
tising should supplement the 
sumers’ information through: 


} 


(1) Telling what the market provides 
commodities and services, when availal 
where obtainable, the form, seasor 
comparative costs in different mar! 

(2) Giving characteristics of go 
parative values in relation to use, 
ability to situations, durability and 
operation and care; 

(3) Indicating, where desirable, 
ice record of the commodities, uses 
and methods of using them. 


the r 


For this information, the cons 
buyer is dependent in a large 
upon the advertising function ol 
ness. Without this help, con 
would be decidedly handicapp* 
satisfying their wants. Other c 
education devices do not eliminat 
necessity of securing help at the t 
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to the MME lace, and upon the occasion of making 
is als rhe purchase. Advertising, thereby, 
ts th mes an essential service in market- 
draws av goods. The facts which consumers 
brand ant in advertising are those which 
in im- -hey need for buying in general. 

dard \dvertising men have apparently 
scal cked a sense of public relations in 
azar ting the consumer movement. Here 
S ar i there, of course, have appeared the 
> tl torts of individuals to meet the situa- 
en ‘on through an active interest in in- 


advertising and clearcut 

nts of the role of advertising 

is a business-building force. More re- 

ntly, there is the effort of one associa- 

n in the advertising field to set up a 
mer-advertising council. 

\ccording to one advertising associa- 


mcial: 


D \dvertising is not supposed to give cata- 

ecification data about goods for 

it is to sell the goods, not to label 

ts should be provided, but not 
sarily in advertising. 


rowing familiarity of the pub- 
vith the mechanics of advertising 
tended to weaken somewhat the 
1 of advertising on the market. 
ily, consumers read books on 
nd advertising and sometimes 
rowing indignation—forgetting 
that many of these books must 
ily be written from the view- 
f the seller. 
\ difculty with many group move- 
the lack of a judicious view- 
We have a growing group of 
if consumers who are critical of 
: ing whether it is honest or not. 
) irthermore, they are not aware of the 
portance of subjective values in buy- 


y 


Consumers are generally unable to 
e respective roles of national and 
idvertising in the demand crea- 

ess. On the other hand, adver- 
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tising has an opportunity to function 
more effectively as a consumer educa- 
tion device. Advertising men would do 
well to assume leadership in meeting 
this opportunity rather than to be 
coerced into it by social pressure. 


Service Industries and Professions Aid 


Consumer Movement 

The service industries have been ac- 
tive in the protection of consumers. The 
American Institute of Laundering con- 
ducts a testing laboratory to which 
manufacturers may submit products 
for testing quality of cloth, color fast- 
ness (including trimming, thread, and 
buttons), shrinkage, construction of 
finished product, and satisfactory lon- 
gevity. The National Association of 
Dyers and Cleaners also conducts a 
testing laboratory where improved 
methods of cleaning are developed for 
its members. Because of the need for 
facts on the cleanability of fabrics used 
in ready-to-wear, regular check tests 
are now offered to manufacturers to 
determine this factor before the fabric 
is sold to stores. 

Consumer protection is afforded to 
some degree through the efforts of the 
National Board of Fire Underwriters, 
which examines and tests electrical, fire 
protection, gas and oil, automotive, 
burglary protection appliances, and 
others for insurance companies. Its 
stamp, ‘‘ Underwriters Laboratories In- 
spected,” is a safeguard to consumers. 
The laboratory seal of approval of the 
American Gas Company is given to ap- 
pliances which conform to certain 
standards. 

The Council of Pharmacy and Chem- 
istry of the American Medical Associa- 
tion passes on the merits of proprietary 
medicine and therapeutic devices, both 
in themselves and in respect to the 
claims made in their advertising. It 
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published the names of acceptable ones 
in its New and Non-offiicial Remedies. 
Unacceptable remedies are often ex- 
posed in the J urnal oO} the American 
Medicine Association and in publica- 
tions pamphlets. It passes also on ad- 
vertised foods and permits the use of a 
seal *“*Passed by the Committee on 
Foods of the American Medical Asso- 
ciation”? on acceptable products. The 
American Dental Association passes on 
quality of dentrifrices and advertising. 

The cooperative self-regulation of in- 
dustry offers many protective measures 
of value to the consumer. Of these 
efforts, the work of Better Business 
Bureaus in approximately fifty cities 
is outstanding. Most bureaus are dis- 
tinctly consumer-minded; and _ their 
war on frauds, educational reports, 
shopping investigations, development 
of standards of advertising, and similar 
activities merit the consideration and 
support of consumer groups. 

No attempt has been made to list all 
business activities of interest to the 
objectives of the consumer movement. 
However, an effort is made to reveal 
the nature of the efforts of business 
in order that leaders of the consumer 
movement will study business in its 
consumer interest role. 


The Consumers’ Responsibility: Conclu- 


If businessmen need to “clean 
house,” so do consumers. Unfair prac- 
tices are not a prerogative of private 
business. Under the policy of that nerv- 
ous altruism, “the customer is always 
right,” many customers have abused 
retail privileges and taken unfair ad- 
vantages of the seller. Return goods 
and “ton approval” sales are notable 
examples of this abuse. Retailers are, 
of course, in part to blame for this situ- 
ation; but consumers must realize that 


these services add to the cost of dis- 





tribution and to the price they 7 
pay. Too often, consumers buy first a, 
shop afterwards. 7 
The thinking of the consumers s} 
some immaturity because of its fa; 
to recognize the consumer protec 
efforts of business. Consumers | 
shown a tendency to respond to ba 
hoo and the criticisms of profess! 
defenders of the consumer. Many 
sumers have been alert to accey 
ments fostering suspicion bety 
buyer and seller, without int 
consideration of the accuracy 
statements or complete informati 
to their source. The consumer’s int 


in merchandising is all too often 
lated by propagandists or misin{ 
crusaders. The education of t! 
sumer in distribution often 
through channels not primar 
ested in whether the consumer 
unbiased point of view. The « 
must endeavor to balance imp: 
she gets from reading advertisen 
and news items about distributi 
formation she gets through sc! 
tems, governmental agencies, clul 
agencies promoting their own int 
with her own experiences as a ¢ 

of a retail store. 

There are numerous instan 
which business thought has pr 
and outdistanced consumer | 
Meantime, the consumer, not di 
nating in her thinking, has been 11 
to ascribe progress in “distril 
consumer”’ relations to the 
government or some consumer! 

There is no simple formula 
solution of the consumers’ 
However, it is believed that con 
will gain from (1) cooperation 
isting business channels, (2) 
unbiased useful facts on the 
quality of things they buy, (3 
facts behind the price they | 
continuous study of consume! 
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New Wail 





and (5) support of efforts 
nent and business) which aid 
imer to buy quality goods at 
son: prices. Further, consumers 
+ recognize the subjective values of 
| the numerous and often in- 
sible factors in the consumer buying 
ss. These efforts must be supple- 
.d with more complete knowledge 





f marketing costs. 

fhe economic and educational as- 
cts of the consumer movement give 
nermanence. Because of its numerous 
ad at some points disconnected ele- 
ents, it is dificult to make any final 
nelusions. The limitations of the 
amily as a spending unit and the in- 
erent conflict between the individual’s 
ncome-receiving and income-spending 
terests are factors limiting the effec- 
veness of the consumer movement. 
e family is not an efficient spending 
nit, and individuals tend to be more 
ducer-minded. The housewife is 
re likely to be concerned with the 
unt of her husband’s income than 
naking savings in the grocery or 
thing bill. These factors are offset to 
some extent by collective action on the 
rt of consumers and the growth of 
nsumer education. The income-re- 
ving interest tends to give way to 
imer spending interests when it is 
lized that “about three-fifths of the 
lation of the United States are 
imers whose productivity as meas- 
by current income is less than 
trent expenditures for the satisfac- 

n of personal wants.’’2% 





es 5. Wyand, The Economics of Consumption. 





tk: The Macmillan Company, 1937, p. 106. 
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It is contended that the consumer 
is a minority movement and hence can- 
not exert much influence in the market. 
In its numerous and varied elements, 
this is true. However, an intelligent 
minority can set the pace and cause 
changes which will affect all consumers. 
These minorities are active and aggres- 
sive in educating the mass of consumers. 

It is claimed that much of the con- 
sumer movement propaganda rests 
upon the unproved assumption that 
the business groups, the risk takers, 
and especially those engaged in selling, 
are less honest than other economic 
groups. They are not less honest, but 
consumers have suffered from decep- 
tive and stupid advertising and from 
the retailer’s lack of knowledge of the 
goods he offered for sale. 

It seems likely that the consumer 
movement will be marked by a con- 
solidation of the many interests now 
comprising the movement, by a willing- 
ness to work with existing business 
channels and aid in the redirection of 
their effort, by continuing and improv- 
ing present educational programs, and 
by adequate consumer representation 
wherever consumer interest is affected 
whether in relations with business, with 
proposed legislation, or in the admin- 
istration of laws already passed. Con- 
sumers will also give more emphasis to 
their demand for price and cost of dis- 
tribution information and will reflect 
greater interest in the various types of 
retail institutions. Consumer efforts 
should also aid in the elevation and 
maintenance of quality standards of 
merchandise. 
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PUBLIC UTILITY INTEGRATION 
PREFACE BY WILLIAM O. DOUGLAS 


N the spring of 1938, Judge F. J. Dunn, General Counsel of the New Enola, 
Power Association, and I were discussing certain problems arising unde; 
Public Utility Holding Company Act of 1935. Among those problems we. 
certain aspects of Section 11(b)(1) of the Act relating to geographical integrat;,, 
of public utility properties. [ told Judge Dunn that I had heard many argumen; 
pro and con on that section, most of them by lawyers; but that I would like ; 
hear the views of technical operating men in as detached and objective a man; 
as possible. I indicated to him that it was my view that the considered judgmep:; 
of such men would be useful to an understanding of the philosophy and practi 
application of that section. Judge Dunn stated that he would be glad to su! 
the problem to certain members of his organization. 

Some weeks later he laid on my desk the following document prepared by ; 
officers and technical staff of the New England Power Association. In its prepara 
tion no person connected with the Securities and Exchange Commission had a 
participation whatsoever, and, of course, it has not been passed upon by 
Commission. This document is of more than usual interest. Its timeliness 
evidenced by the fact that the Securities and Exchange Commission and 1 
utility industry are at last definitely under way in revamping the holding « 
pany systems in accordance with the standards of Section 11(b)(1). That sec 
reads as follows: 

(b) It shall be the duty of the Commission, as soon as practicable after Ja 

ary I, 1938: 
(1) To require by order, after notice and opportunity for hearing, that ea 
registered holding company, and each subsidiary company thereof, shall tak 
action as the Commission shall find necessary to limit the operations of the holdi 
company system of which such company is a part to a single integrated pul 
utility system, and to such other businesses as are reasonably incidental, 
economically necessary or appropriate to the operations of such integrated pu 
utility system: Provided, however, That the Commission shall permit a regis' 
holding company to continue to control one or more additional integrated | 
utility systems, if, after notice and opportunity for hearing, it finds that 
















(A) Each of such additional systems cannot be operated as an independ 
system without the loss of substantial economies which can be secured b) 
retention of control by such holding company of such system; 

(B) All of such additional systems are located in one State, or in ad) 
States, or in a contiguous foreign country; and 

(C) The continued combination of such systems under the control o! 
holding company is not so large (considering the state of the art and t! 
or region affected) as to impair the advantages of localized management, 
cient operation, or the effectiveness of regulation. 


t 


The Commission may permit as reasonably incidental, or economically n 
or appropriate to the operations of one or more integrated public-utility 
the retention of an interest in any business (other than the business of 4 | 
utility company as such) which the Commission shall find necessary or ap} 
in the public interest or for the protection of investors or consumers 
detrimental to the proper functioning of such system or systems. 
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Public Utility Integration 
MEMORANDUM ON INTEGRATION 


2g! 


Englar BY F. J. DUNN AND ASSOCIATES 

Inde 

Ms wer This article deals with the benefits omies resulting from interconnection 
tegratio: ‘-.m integration of electric utility facil- | are so well appreciated that further 


‘gument ‘es and the resultant gain in efh- 

ik ‘encies and economies. ‘Territorial 
| Manner “mitation of integration is considered. 
mparison is particularly made be- 
: n integration and interconnection. 
sed herein the term “interconnec- 
’ means the connection of units in 
ferent systems under different owner- 
involving interchange of power. 
:connection”’ means the connec- 
units within an integrated 
liness system under one ownership involving 
nstant utilization of common 
ities for the development of the 
hydro and steam 



















economical 


development of the electric 
industry in the United States 
; brought about the existence of four 
| classes of electric utility units. 
holding ne is the small and constantly de- 
reasing number of isolated local units, 
as to electric connection with 
neighbors and local in their 
inagement. Another is the group in 
the units are under common 
anagement but which are not physi- 
onnected each to the other. The 
lass comprises those units which 
ysically interconnected but are 
separate management. Finally 
is the integrated unit or system 
ting of completely intraconnected 
located in a single area, whose 
pment and operation are coordi- 
through common control but 
1, ON account of state laws and 
conditions, cannot be combined or 
lidated into a single corporate 


ntai, O! S ated 


benefits which accrue from group 
nagement have for many years been 
ely discussed. Similarly the econ- 


Public Urility Integration 


explanation of them is unnecessary. 
The integrated system receives more 
completely the benefits arising from 
group management and interconnec- 
tion, and in addition enjoys certain ad- 
vantages not available through either 
alone, and is free from many of the 
weaknesses inherent in each. 

The proper limitation to the area 
served by an integrated system, while 
difficult to establish, is very real. It is 
determined generally by the avail- 
ability of suitable markets and sites 
for major hydro or steam develop- 
ments, all within economical trans- 
mission distances of each other. The 
major part of the load should be located 
within the outer boundaries of these 
sites; such remaining load as lies be- 
yond this outer boundary must be 
located within economic transmission 
distance of it. These economical trans- 
mission distances generally depend 
upon the size of the load or of the 
sources of power. For average con- 
ditions the area served by a single inte- 
grated system would probably extend 
over not more than a few hundred 
miles, but under special circumstances 
it might be economical to go much 
further in order to obtain a proper 
balance of fuel and hydro generating 
capacity to supply the base and peak 
loads. Such a balance having been 
established, the operating advantages 
due to further extension become less 
important. 

In general, however, though the 
technically practical extent of the inter- 
connection may be considerable, other 
considerations operate to limit inte- 
gration to something like the radius 
mentioned. Benefits accrue from inte- 
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grating the power facilities on a 
reasonably broad scale, but unlimited 
extension serves no useful purpose. 


Engineering and Design 

Engineers engaged in the design and 
development of any type of system 
must first provide service for the cus- 
tomers adequate to meet current 
requirements and to anticipate the ex- 
pected growth. Second, they must 
provide a system which can be operated 
in an orderly and economic manner. 
Finally, they must meet these require- 
ments at minimum cost. 

The accomplishment of these three 
somewhat conflicting requirements calls 
for a critical balance of ‘the factors 
involved in every design problem. Even 
in the smallest electric system, problems 
frequently arise which require the 
application of careful judgment born of 
broad experience under similar or re- 
lated circumstances. 

It is self-evident that the larger 
system under group control has much 
broader engineering requirements and 
therefore is better able to maintain an 
adequate staff with supervisors of the re- 
quired caliber to keep fully in step with 
sound engineering practice. Without 
integration, independent units might 
be of such size as to justify a local 
engineering organization, but as a rule 
they could afford only such organi- 
zation as could handle local and 
distribution problems and would neces- 
sarily have to depend ononeof the large 
consulting firms for major system im- 
provements. There can be no doubt 
that such firms have rendered effective 
aid to utility companies which do not 
maintain their own engineering staff. 
This service will continue to be re- 
quired by such companies, and in addi- 
tion the consultants are and should 
continue to be called upon by the larger 
integrated systems to aid in the solu- 
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experience, which may be somewha: 
broader and more diversified, can be 
effective. On the other hand, 
broad experience, except in rare Cases. 
is only general. Any single integrated 
system is bound to have local reg lies. 
ments which may be quite different 
from those in another system which, 
while inherently similar, is located jp 3 
territory which is geographically differ. 
ent. Construction of transmission lines 
in the north and in the south become 
two different problems. Flood cop. 
ditions, lightning, and sleet present 
problems quite dissimilar in differen: 
localities. The solution of these pro! 
lems ina given locality can be much mor 
effectively handled by an engineering 
department which has been developed 
in that locality. This is a qualification 
rarely realized by consultants whether 
in professional consulting offices or 
the central organization of 
panies controlling nonintegrated e 
tric utilities. 

Since the consulting organizations 
operate at a profit, the service of t 
central organization of an integrat 
system is available to the units at mu 
less expense than similar service 
tained from consultants by 1 
units. 

The real difference between engi- 
neering groups of these two cl 
becomes that of whether the perso! 
will be thoroughly familiar with 
operating requirements of its 
locality and load and will be able ' 
meet these requirements in its desig! 
or whether it will undertake to soli 
local problem with an engineering 
sign which has proved to be genera 
correct in a number of average ‘ 
and leave the local operating group‘ 
adapt that design to its more local anc 
specific conditions. 
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ere their + is difficult to evaluate fully the 
us advantages of an engineering 





i operating system for which it is 
rallies esponsible. Under such a setup, weak 
tegl ts which develop during a flood, 
a ions particularly subject to light- 
weiss FO" other localities similarly subject to 
—s t, and improper functioning of pro- 
ag te - equipment during trouble are, 
ee less to say, very promptly brought 
“a e attention of the engineers. 

~ [he determination of whether the 
atin sibility for such a difficulty rests 
ce, | the engineering or the operating 
. wane rtment may develop a controversy, 
a t it will bring out the complete de- 
‘a a" Properly refereed, the presenta- 
oe of these differences of opinion are 
aie iting and constructive, Under 
i ndition of diverse management of 


ts, such discussions occur between 
jepartments representing each unit, 
nd differences of opinion, not likely 
: properly refereed, may develop 
nto face-saving efforts with the possible 
ippression of pertinent facts. In the 
mpletely integrated system the re- 
nsibility of all engineering and oper- 
g is necessarily brought together 
a single individual responsibility 
h results in fully capitalizing the 
ns learned through complete analy- 
f each trouble. 
In addition to the benefit obtained 
from integration through the main- 
enance of a seasoned staff of able su- 
pervising engineers, there is a similar 
enefit through the employment by a 
irge system of experts in specialized 
is of engineering, such as the limited 
pe of a smaller utility could not hope 
attract or hold. 
Such experts, particularly those fa- 
ar at first hand with their operating 
ems, continuously stimulate the 
‘nulacturers of equipment to improve 
ducts and to develop better 
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ones. As early as 1926 it was suspected 
that the full capacity of a transmission 
line could not be successfully carried 
unless troubles on interconnecting cir- 
cuits were rapidly removed. It was not 
until two years later, however, at the 
insistence of the electrical engineer of 
a large integrated system that the 
manufacturers of electrical protective 
devices for transmission circuits vigor- 
ously attacked the problem. At that 
time the usual practice in transmission 
line protection provided for the removal 
of short circuits in about three-quarters 
of a second to a second. This time was 
reduced in 1929 to less than a quarter 
of a second, increasing the reliable car- 
rying capacity of one transmission unit 
from 175,000 to 246,000 kilowatts. To- 
day, as a result of the development 
initiated by the demands of a power 
system engineer, switching times have 
been reduced to less than a tenth of a 
second, an advance which has made 
practicable the transmission of Boulder 
Dam power to southern California 
without the construction of a prohib- 
itively large number of extremely ex- 
pensive transmission lines. 

The problem of protecting trans- 
mitted electric power from interfer- 
ence from lightning is one that has 
occupied the attention of engineers for 
years. While the problem is in no sense 


‘ completely solved, the liability of trans- 


mitted power to interruption from 
lightning has in the past decade been 
tremendously reduced. Much credit 
should be given to the engineers of the 
great manufacturing companies for this 
achievement. The greatest of engineers, 
however, cannot work without data. 
It was the systems of the intercon- 
nected utilities and the wholehearted 
cooperation of the staff of some of the 
integrated systems that furnished the 
proving ground for preliminary theories 
on the nature of lightning and provided 
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data on lightning disturbances which — utility. Making available the adyap. 
made possible the progress which we _ tages of seaboard power plant sites ; 
have witnessed in lightning protection. inland utilities is only one of the way: 
Sometimes the engineers of the utili- in which this benefit occurs. 
ties contribute directly to technological Large blocks of generating capacity 
advance in addition to the cooperative usually can be built at a lower y); 
service just described. A few years ago cost than small blocks. The integra. 
the transmission line engineer of one tion of utility loads realizes this ecop. 
of the integrated power systems, after omy by making possible the by); 
years of study and experience with al- installation of generating equipment 
| most every conceivable form of trans- Capacity for generation has to | 
mission circuit, developed a design for installed in advance of its actual need 
a transmission line using to a greatly ‘The forecasting of the capacity need 
increased extent the electrical insulat- of a system is one of the major pro! 
ing property of wood. Whencompleted, lems of its system designers. Difficul: 
| this design resulted in a greatly im- enoughunderthe best of circumstances 
| proved performance from the point of _ it is doubly difficult for small utiliti 
view of lightning hazard, a structural since the communities they serve 
| strength favorably comparable with usually subject to more erratic ¢ 
| steel tower lines, and at a greatly re- nomic fluctuation than large areas. For 
duced investment cost. this reason, capacity investments 


So much is being currently said about — systems serving large areas can be ma 
| the importance of coordinated planning _— with smaller percentage reserve for un- 
over large areas that little question can _—_ certainty than small systems can safi 


remain as to its value. Integration re- use. 
| sults in very large savings through co- The requirement for continuous ser\ 
ordination of the fundamental plans of _ ice, particularly in domestic use, 
development of each unit in the area infinitely higher today than it was I; 
served. This is especially true in an or 20 years ago. In those days a 
area where water resources are avail- or two-hour interruption meant, 
able, as water powers can be more fully — general, one or two hours of canc 
utilized in a large system than in a light which was annoying but not 
| small one. The load of an integrated ous. Under present-day condition 
| system can absorb the large seasonal _ interruption of this length in an urba' 
output from “run of the streams” community is in the nature of a 
plants and can justify the construction __lamity. Lighting, cooking, heating, ' 
of reservoirs to regulate stream flow vator service, and innumerable ot! 
| where such practice is sound. Thus, functions of urban housing stop. ! 
| where the various units of an area present-day engineering reliability 
are completely integrated, each water service is of vital importance, and 
| power can be developed along such tegration has contributed very great 
lines as are most beneficial to the area _— to its accomplishment. 
| as a whole, and each unit in the area In addition to the reserve capa 
shares in the resulting economies. required by a system for growth, ¢4 
| In an integrated system the strategic system must have a block of 
location of fuel generating plants is ac- | capacity—provision against the 
complished without the troublesome _ sibility of accident at the time o! ' 
| limitations encountered in an isolated maximum system load. In an isola 
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, serving a densely populated area 
requirements for power 


r Sites ; 
the way ntinuity 1s imperative, spare 
, equal to the sum of the two 
capa irgest units is usual. Integra- 
ver ch its unified control and 
integr ction makes possible great 
ibs pis - the elimination of duplicate 
he | facilities in every element of the 
yme stem ; ’ 
S t It might appear that the benefits just 
al ne ed in increased reliability and 
y ne due to elimination of dupli- 
r pr spare capacity could arise from 


ifficult nterconnection alone without regard 
integration. This, however, is far 
utilitis ‘rom the case since the benefits from 
rerconnection can be realized by units 
; lifferent ownership only through 
as. For MAE contractual arrangements which are 
ten so complex as to preclude their 
ema mplishment. Assuming proper 
for un- 1ipment and construction, reliability 
# of service becomes almost entirely de- 
t on proper relaying and com- 
operation in system control. By 

se, aying is meant the protective equip- 
which, if functioning properly, 
mmediately physically disconnects any 
nt. i e of equipment or section of a line 
ived in an accident, leaving the re- 
ning and undamaged part to serve 
his protection is necessary, 
rba not only within the individual groups, 
a Ca but also in the connections between 
p ¢ them. Here again the integrated group 
ides one responsibility and one 

p. I ngineering idea rather than an attempt 
rdinate contractually two respon- 


peralion and Maintenance 


in the economies of operation, which 
irce of constant study to every 
operating department, again 
idvantages of integration over 
ere interconnection. In any combina- 
hydro and steam generation 
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there are two fundamental economic 
principles of operation: first, to utilize 
every available kilowatt-hour of hydro 
and save the corresponding fuel; sec- 
ond, to develop that hydro so as to 
take full advantage of the type of sites 
available and in so doing to effect a 
combination of steam and hydro which 
will be most efficient and flexible in 
meeting the characteristics of the load 
to be carried. Obviously, both of these 
goals can be reached more effectively 
through complete integration than they 
can through interconnection and con- 
tractual relations. 

Another prominent feature of pres- 
ent-day interconnection is what is com- 
monly known as “‘interchange”’ power. 
This term applies to the practice be- 
tween contiguous and interconnected 
companies of exchanging large blocks 
of kilowatt-hours, usually on a day-to- 
day schedule, with the objective of car- 
rying the load on the most economical 
units available in these systems. The 
savings of such an interchange are then 
divided equitably between the com- 
panies involved. This would seem to 
accomplish all of the economies, but 
again we are dealing with diverse al- 
though usually friendly interests. The 
savings to be made through such a 
transaction are necessarily a matter of 
estimate. Each party in such a trans- 
action, while perhaps willing to take a 
slight risk as to the size of its share of 
the saving, naturally reaches a point 
where it is not willing to hazard the 
chance that the final figures will show 
a loss instead of its expected share of 
the saving. This means that the differ- 
ential between the costs of the two 
companies involved must be at least 
sufficient to convince each of the ne- 
gotiators that there is a saving avail- 
able to him beyond any reasonable 
error which might occur in the figures. 
While these differentials are small, the 
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number of kilowatt-hours interchanged 
might be very large. Thus in an at- 
tempt to work out the maximum over- 
all operating economy of an area, a 
negotiator may find himself frustrated 
by the insistence of the other party 
on the retention of a margin of pro- 
tection. The repeated failure of such 
negotiations may result in the aggre- 
gate in a considerable economic loss. 

Notwithstanding the foregoing, we 
would by no means confine an inte- 
grated system to intraconnection, for 
such a system may be limited in size 
for reasons other than the technical 
limit of transmission. Special charac- 
teristics of power facilities or safety 
may well justify establishing intercon- 
nection with other systems. 

The peak loads of different communi- 
ties seldom occur at the same instant. 
A slightly different character of the in- 
dustries in each community, varying 
weather conditions between even mod- 
erately separated areas, a difference 
in human habits, all tend to influence a 
vital feature as sensitive as the terri- 
tory peak load. For this reason the 
peak load of a group of interconnected 
utilities is lower than the sum of the 
individual peak loads of each. This is 
true even if the interconnected units 
appear superficially to be of the same 
character. Thus, interconnection makes 
possible a saving, not only in total 
installed capacity, but in the peak load 
prepared for from day to day. This 
saving in an area of some consequence 
is considerable. Interconnection alone, 
however, is not adequate for the com- 
plete realization of these savings. It is 
only by the lodging of responsibility 
for system service in a single individual 
that the complete benefits from peak 
diversity can be obtained. Integration 
provides the single responsibility with- 
out which the complete advantage of 
interconnection is unobtainable. 
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The central load dispatching of an 
integrated system is of great impor. 
tance. Admittedly such a function ;; 
today performed by cooperative sety 
on certain interconnections witho 
unified control, but these are constan 
limited in their efforts by the cop. 
tractual relations and the differey; 
interests of the company represent. 
atives. Integration, however, effec: 
the maximum operating benefits 
the area as a whole, and the re- 
sulting savings are equitably shar 
The hampering restriction under w! 
the load dispatcher for a cooperatiy 
interconnection works is thus remoy 

Under diverse management, day-t 
day operating problems must be so 
in conference by responsible representa 
tives of each interest who are n 
sarily actuated by somewhat confiicti: 
motives. In an integrated system su 
problems become routine matters. \ 
gotiation is replaced by analysis, 
pride by candor, and the best worki: 
solution quickly emerges. 

In the same way the central 
dispatching organization of it 
grated system is able to handle s 
problems as frequency regulation, | 
load control, maximum use of al! fa 
ties, allocation of spare capacity, | 
formulation of operating rules, syst 
organization to prepare for emergen- 
cies, and perhaps most important 
all to mobilize for emergency use 
of the system facilities—plants, lin 
equipment, and experienced man } 
—without the necessity of confere! 
with the interested parties. 

Large systems having several ste 
generating stations customarily maln- 
tain in the central organization a hig! 
trained steam engineer who Co! 
ously checks the operating economies 
the several stations, comparing 
with each other and with the t 
retically ideal performance which the 
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attain with due regard to the 


ng of an Id 
t impor. ns under which each operates. 
action \ central hydraulic engineer performs 
€ setups che same vital function for the hydro 
without sjants. [his continuous check on opera- 
Nstan ‘on not only has the effect of main- 
he con- tain perating costs at the lowest 
differen: sossible level but may be the means of 
present. varly detection of symptoms of trouble. 
effects rhis arrangement makes possible the 
efits moval of units from service for in- 
the re- section before a breakdown involving 
sha e repairs has taken place. 
r wi ntrol may make such service 


eratir wvailable to small plants, but integra- 
mMo\ tion makes it more effective. 
day-t Normal maintenance can be carried 
ereater economy than in an isolated 
neces tility. A better program is practicable 
flicting which provides steadier work for the 
M. su maintenance personnel throughout the 
‘urthermore, the plant of an 
rated system is constantly under 
yrkir the eyes of the engineers who were re- 
ble for its design, and its continu- 
| | ng satisfaction in operation remains 
ponsibility. Frequent inspection 
tant study of operating records 
result. This service is rarely 
in plants designed and built 
y, t y consultants for independent com- 
ystel panies or in units of common manage- 
rgen- ment whose engineering is performed 
nt of y a central organization located in a 


— 
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iree intermingling of engineer- 
ng and operating forces produces, as 
ave seen, an engineering staff much 
keenly aware of the necessity of 
an efficiently operable sys- 
. also tends to replace tradition 
ig n the field of maintenance with quan- 
titative analysis. The units of one of 
egrated systems receive pole 

mn service from the central or- 
ganization. Engineers visit the units 
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periodically and make borings into the 
poles at the ground line, and observe 
the character and rate of decay which 
enables them to determine with pre- 
cision the strength of each pole. A 
comparison of this strength with the 
loading imposed upon the pole by the 
wires attached to it serves as a definite 
criterion as to whether the pole should 
be replaced. The use of this more exact 
determination of pole conditions en- 
ables the utility to use poles longer 
and yet with greater safety to service 
than was the case before the inspection 
by technically qualified experts. The 
resulting savings in replacement costs 
more than cover the inspection expense, 
and the improvement in service is an 
additional benefit obtained at no cost. 

In emergencies, the greater strength 
of the integrated system is powerfully 
demonstrated. During the New Eng- 
land floods of 1936 the electric utility 
in Haverhill, Massachusetts, utilized 
the services of the maintenance crews 
of five neighboring utilities which were 
units of a single integrated system 
whose resources were immediately mo- 
bilized to preserve the service in the 
city. The people of Bellows Falls, Ver- 
mont, have twice had reason to be 
thankful that their electric utility com- 
prises part of an integrated system 
maintaining resources in material and 
skilled personnel. When the rising Con- 
necticut River threatened to undermine 
the town, men and material were made 
available to forestall disaster, holding 
to a minimum the damage to com- 
munity property and preventing pos- 
sible loss of life. It is in the availability 
of a large, well-trained, and well- 
equipped staff for service in emergency, 
either to protect its own plant or for 
more direct public service, that the 
advantage of integration of utilities 
into a single system is most spectacular. 
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ing of arrangements so that funds y 


Twa caivay 34d Related Artinitircs = 
| Trea ury and Related Activities be available when needed. are other 





Just as detailed intimacy with the activities of this department. 

system enables the central organization Frequently the central organiza; 

| of an integrated utility to serve the serves in a general fiscal capacity, g , 
constituent units in problems of en- ing as transfer agent and dividen; 
gineering, operation, and maintenance, disbursing agent, and also perfor 
so does the same familiarity with local many other corporate services whic} 
conditions enable that part of the cen- obtained from a bank or trust compa; 
tral organization concerned with treas- | would be more expensive. | 

ury and related matters, to render more In connection with the obtaining 

effective service in the solution of funds for the constituent units of 

problems in their specialized field. system, the central organization deter. 

| Financial statements and reports of | mines proper proportions of funded 

| varied kinds are the charts by which debt, and by knowledge of conditions. 

| the executives of a system navigate. is able to secure favorable interest 

| The skilled accountants of an inte- to the borrowing units. It also pre; 
grated system are available toprepare and files the voluminous data necessa 
and supervise the preparation of such to comply with the Securities Act 

statements as are required by the con- 1933, the Securities Exchange Act 

stituent units. Furthermore, since they 1934, the Public Utility Holding C 

| maintain continuous and intimate con- __ pany Act of 1935, and with the require. 
tact with the system, they are less ments of other regulatory bodies hay 
likely to fall into the error, not uncom- _jurisdiction. In addition, this depart- 

| mon in the field of public accounting, ment renders important assistanc 

| of looking upon accounting statements __ preparation of indentures, agreement 

| as an end rather than as an aid in~ and similar instruments which 

| realizing the goal toward which all broadly speaking, considered as 
utility activities are directed: the con- documents. 

| tinuous improvement of service in the The interim audits of the books 

most economic manner. the constituent units give the central 

| The preparation of reports for vari- treasury organization a_ continu 

ous regulatory bodies has become an control on the efficiency and accurac} 

activity of major importance. To have — of accounting procedures and recor 

these reports prepared by able person- maintained in the various units. | 

nel is a great aid not only to the re- determination and installation of n 
porting utilities but to the regulatory ern procedures is thus accomplish 
bodies for whose use the data are which in many cases involve the 

| collected. Integrated systems maintain zation of accounting machines. 

| experts who are able to apply their In addition to the reports and dat 

| special knowledge to the fulfillment of | required by the various regulat 
the requirements of the various Federal bodies, a great many tax returns 0 

| and state commissions in the prepa- __ be filed each year. The preparatior 

ration and filing of such returns. these returns is the responsibilit) 

The skilled preparation of budgets the central treasury organization 

for the units in the system, the analysis is one which it is particular!} 
of its cash requirements, and the mak- to handle effectively since the 
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of detailed and complete knowl- 
» numerous tax laws, rules, 
isions is required. The central 
n is able to furnish continu- 
the constituent elements the 
f qualified personnel. 
insurance activities, including 
lement of claims and related 
re more effectively handled 
rdinated central group than 
y by the independent units. 
ynsolidation of the coverages of 
units makes low premiums 
le, and thereby gives to all the 
tituent units the advantage of 
1m protection at minimum 
(he central organization of an 
ntegrated system, because of its inti- 
ate knowledge of the properties and 
ncern for the employees and their 
families, is more active in the education 
f employees to be safety conscious. 
[hese activities are of direct benefit to 
e employees and their families in the 
‘vention of injuries or death, to the 
lic in reducing service interrup- 
, and to the companies in reducing 
nsurance costs and “lost time” from 
mployment. 
(hus through a centralized group 
ich has been trained in an integrated 
ystem and has intimate knowledge of 
the requirements and conditions under 
which it operates, the constituent units 
eive these specialized services in a 
iay-to-day manner without interrup- 
and on a systematic and efficient 
sis. Such a group is able to train and 
op local employees to a more alert 
nderstanding of changes in conditions 
requirements. This has been a 
rticularly valuable service during the 
anging economic conditions of recent 
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of the most important services 
fered by the purchasing department 
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is the securing to the participating 
companies of savings through the 
centralization of purchasing and stores- 
keeping. In addition to the substantial 
benefits which accrue from the larger 
buying power of the constituent units, 
there is the great benefit through 
centralized control of keeping at a 
minimum the aggregate inventory of 
materials and supplies which must be 
kept on hand by an economical utility. 
Temporary shortages in one company 
can generally be met by a neighboring 
unit. Both these savings are consider- 
able. The saving due to mass buying is 
realized by any large organization, 
whether independent or a small unit 
sharing group management with others, 
but the saving due to reduction in 
inventory carried is unique to the inte- 
grated system. 


Safety 

The protection of workers from acci- 
dental injury should be a major aim of 
everyone who employs or directs the 
work of others. That legislation has 
provided for financial compensation in 
case of accident in no degree removes 
the moral responsibility for providing 
the utmost in safety protection. But 
what is everybody’s business is no- 
body’s business and suffers accordingly. 
Such is all too often the situation in the 
small independent utility. 

Large companies or the central or- 
ganization of group-managed companies 
can afford to maintain an expert in 
safety matters. Such experts supervise 
the standardization of safety appli- 
ances, procedure, and, most important 
of all, the education of personnel in the 
value and technique of working safely. 
Great credit is due to the safety super- 
intendents of the electric utility holding 
company systems for the part they 
have played in keeping the accident 
rate for public utilities about 10% 
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below the rate for American industry 
as a whole. This record has been made 
in spite of the inherent hazard of deadly 
live wires and apparatus which com- 
prise all electric systems. 

Where the units held are non-inte- 
grated, this work is most difficult since 
progress in safety can only be made by 
constant and effective contact between 
the man responsible and every em- 
ployee in the system. One integrated 
system accomplishes this end by main- 
taining a safety committee whose 
members represent every activity of 
the employees of the system. This 
committee formulates codes for per- 
formance in the safest possible manner 
of all the multitude of tasks which the 
operation of a power system involves. 
[It meets frequently so that by con- 
stant revision under changing con- 
ditions the codes are kept alive and in 
force; and the committee is readily 
available to sit as a court of inquiry 
immediately after any accident, so that 
plans may be made to prevent any 
repetition. The result of this program 
is to make working conditions for em- 
ployees of this system 45% safer than 
the average American industrial worker 


experiences. 


Conclusion 

In general the central service organi- 
zation of an integrated system offers 
to its constituent units a much more 
comprehensive and intimate service 
than would be available from the larger 
consulting firms. Few, if any, of these 
latter, for instance, would be in a posi- 
tion to supply expert service in such 
matters as the acquisition of lands and 
rights-of-way, and the incidental con- 
veyancing and title work, the solution 
of problems having to do with safety, 
and insurance. Services in regard to 
corporate, financial, and similar prob- 
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lems would probably have to be ob. 
tained from firms other than those tha; 
would supply engineering and technica| 
services. 

We have stated that geographica 
limits of successful integration ar. 
usually smaller than the technica] 
limits of practical interconnection, Oy; 
discussion of the benefits which ar 
unique to the integrated system makes 
these additional limits more clear eye; 
if we cannot measure them in mil 
All the benefits we have discussed sten 
from a single root: the close contact 
which gives a vital knowledge and ap- 
preciation by the central service orga: 
ization of the conditions peculiar 
the area within which the systen 
operates. 

So long as additional area can be 
cluded without decreasing that kr 
edge and appreciation, integration ha 
not reached its most effective extent 
Thus we see that in regions of larg 
homogeneous area whose sections are 
quickly and easily reached, integra 
tion can be extended over a broad ter 
ritory. When due to distance, natura 
barriers, and absence of quick and cer 
tain communication that local intimacy) 
with conditions diminishes, the m 
effective size has been passed. The! 
the design personnel become consulting 
engineers for the units of the syste! 
The operating staff becomes a centra 
bureau supervising in only a genera 
way the local forces by whom 
decisions resulting in the day-to-d 
economy of the system are determined 
The central maintenance organizatio! 
loses the intimate character of a fami) 
physician and becomes merely a co! 
sulting specialist. The management be 
comes an absentee landlord in place 
a resident supervisor. The whole systet 
becomes unwieldy, and the far reat 
ing advantages of integration vanis! 
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be ob- 
se that 
chnica 
HE development of any field 
of business is conditioned in 
both volume and direction by 
e type of marketing mechanism it 
nas evolved and the efficiency of its 
various elements. Radio broadcasting 
of an excellent illustration of 
this fact. It is sufficiently new so that 
many elements of its structure are still 
process of evolution, and conse- 
juently the effect of their accomplish- 
ments and shortcomings stand forth 
with particular clarity. 

The utility of broadcasting rests 
exclusively in its programs. These pro- 
ide listeners with entertainment and 
iseful information which they desire 
and which many of them cannot pro- 
ire to an equal degree in any other 
way.! The business of broadcasting 
producing programs and conveying 
them to the listening public. To this 
nd stations must be built and oper- 
ited, programs developed and pro- 
luced, talent discovered and trained, 
networks assembled and maintained, 
manufactured and sold to the 
blic, and an almost endless variety 
special skills and resources coordi- 
ed so that a listener on a Wyoming 
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ty of radio often is not appreciated by per- 
rtunate enough to live in the more important 
il centers, and sufficiently well-to-do to be able 
emselves of their many varied resources for 
ent and self-improvement. They forget 

igh there are no more than 15 major music 

n the country, radio brings the world’s best 
rchestras to all of the 3,063 counties of the 

i States. The public events broadcasts, inter- 
ial programs, news and political commentators, 
‘tural and other special service features of radio, 
> rural and small town listeners with material 
t to duplicate at reasonable expense through 
ress, motion pictures, magazines, or other media. 
nust be remembered that a clerk with a family 
ng $2,200 a year has only about $75 annually 
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THE MARKETING OF RADIO BROADCASTING 
SERVICE 


BY HERMAN S. HETTINGER 


sheep ranch or in a Bronx apartment 
house can turn a small knob and re- 
ceive either Charlie McCarthy or 
Arturo Toscanini. 

Economically, there are two funda- 
mental methods of providing radio 
program service. One of these is govern- 
ment ownership and operation. Under 
this system the necessary activities are 
performed either by a governmental 
department or by a public non-profit 
corporation created by and responsible 
to the government. The operation of 
the system is financed by a tax upon 
receiving sets. Usually only a portion 
of the tax is spent for broadcasting, 
the remainder being used for general 
expenses of government. 

The alternative method of economic 
organization is that of private owner- 
ship and competitive operation, with 
conservation of the public interest 
by means of government regulation.? 
Under this method production and 
marketing activities necessary to broad- 
casting service are performed by pri- 
vate individuals or corporations and 
the system is supported almost exclu- 
sively by the sale of its facilities to 
advertisers. In 1937 the cost of provid- 
available for books, newspapers, motion pictures, 
theaters, and an automobile. Since the operating cost, 
including purchase price, of a small radio set is less 
than three cents a day, the utility of radio to the lower 
income groups is obvious. 

2 Government regulation is necessary to the operation 
of any broadcasting system because the frequencies 
(wave-lengths) on which stations can operate are 
limited by nature. Those open to any country are 
further limited by international treaty. Consequently 
the government must conserve the public interest by 
(1) allocating facilities among classes of stations and 
sections of the country so that listeners will receive the 
best possible signal service, and (2) regulating the 


operation of stations so that program service will be 
most in keeping with the needs and desires of listeners. 
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ing the 26,666,500 radio families of the 
country with broadcasting service was 
$108,988,176 for stations and networks, 
with an additional expenditure for pro- 
grams and talent of between $25,000,- 
000 and $30,000,000 made directly by 
advertisers. In addition to program and 
talent expenditures, advertisers paid 
$117,908,973 for station and network 


time.’ 
The system of privately owned, 
competitively operated broadcasting 


was selected by Congress as being best 
adapted to the United States only after 
the most careful study of possible 
alternatives. It was believed by Con- 
gress that this system would result ina 
greater variety and vitality of service 
and freedom of discussion of public 
questions than could be accomplished 
under any other form of radio organiza- 
tion.‘ In this respect, broadcasting in 
the United States is an interesting 
example of the broader social implica- 
tions of competitive versus state 
operation of economic activity, implica- 
tions which deal with fundamental 
questions of comparative quality and 
vitality of service. 

Financing American broadcasting 
by means of advertising originated in 
1923, when mounting program and 
service costs indicated that radio sta- 
tions could no longer be considered 
merely as promotional devices for sell- 
ing receiving sets or advertising some 
3ecause it de- 


retail establishment. 


> Total operating costs, as presented here, include 
$16,982,960 in commissions to advertising agencies 


nd brokers (predominately the former) which are 





considered an expense of operation for the system, to- 
gether with an additional expense of $348,905 for the 
32 educational, religious, and municipal stations. 
Total gross revenues of the broadcasting business in 
1937 were $131,205,866. Net income after deduction 
of Federal income taxes (estimated) was $18,883,935. 


“TT! es not except British broadcasting, for the 
dest f British radio is vested in a public corpora- 
tion whose operations are only distantly controlled by 
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rives its funds from advertisers, broad. 
casting in this country has a secon; 
product to market: ‘exposure opp P 
tunity’’—the opportunity for adver. 
tisers to reach listeners with their sale: 
message. The historical development 
American radio has been such that ¢! 
advertiser has the privilege of buildiy 
his own program. This privilege 
tantamount to allowing him to fy. 
nish the editorial material opposite | 
own advertisement, for the progran 
of a station are its editorial materig 
whether produced by it or by son 
sponsor, while the real advertisemen: 
is the sales copy heard on the sponsor’ 
program. This development has exert: 
a highly significant influence upon t 
marketing of radio advertising and 
upon broadcasting as a whole. 
Radio broadcasting service, the 
fore, is really a twofold commodit; 
Its program service is a consume! 
good. Its “exposure opportunity” 
an industrial good of interest to manu 
facturers and distributors. These tw 
aspects are interdependent, for pr 
grams attract the listeners which crea! 
radio’s utility for advertisers. 


The Marketing of Broadcasting Service 
and the Consumer 


Since the consumer does not pay 
directly for radio broadcasting servi 
in this country, it is to be expected that 
the major portion of its marketins 


activities should be concerned wit 
democratic processes. Political discussion !s ini 

and is reserved almost exclusively to representat 
of the government party and the official 
Dissenters seldom find their way on the air 
been some slight increase of the discussion 
questions in recent years, but not with the 
shown in this country. At present, threatened 
Nazi and Fascist competitioa in the field 
national propaganda and needful of mobilizi: 
opinion at home, British radio seems des 
come increasingly identified with the exiget 


national policy. 


ine 


advertising. The only direct 
litures which the listener makes 
irchase of a receiving set and 

er required to operate it.® The 
organization and activities 
ssary to placing radio sets in the 
consumers are generally simi- 

rt se involved in the sale of goods 
like nature, and are of no concern 


radio advertising activity, how- 
lves marketing program serv- 
listener. This activity is 
as ““merchandising” and em- 
hose advertising and _ sales 
tion activities designed to in- 
the program’s selling effective- 
While most such activities are 
| at securing dealer cooperation or 
ncerned with reminder advertis- 
at the point of purchase, some are 
igned to attract listeners to the 
im itself. Tie-in advertising in 
papers and magazines, contests, 
mium offers and samples, personal 
irances of talent, and studio audi- 
; are among the devices employed 
ncrease listener program-contacts. 
nce he has purchased a radio re- 
the listener can tune to any 
» programs broadcast by the sta- 
which he can hear satisfactorily. 
hat is required is to turn the dial 
the desired program and station. 
is extreme flexibility of listening 
ains how, in a recent survey, a 
ling New York station could be 
me persons that this is the only cost 
It is contended that advertising or 
f promotion is necessary to the sale of 
article under modern competitive mass- 
conditions. Radio is one of a number of 
promotional devices and will be used 
t proves more effective than others. Elimi- 
1 the money spent in it will be employed 


to tne 





rD1Ce 


r form of advertising or sales promotion. 
radio comprises an additional cost only 
efficient than competing media. 

n naturally does not go so far as to 
idvertising is a legitimate cost of distribu- 
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shown to have attracted more than 
four-fifths of the available audience 
during one quarter-hour, and to have 
dropped to little more than one-third 
during the succeeding fifteen-minute 
period.® It also serves to explain the 
fact that, whereas only 16% of the 
set owners interviewed reported listen- 
ing to the programs of a small non-net- 
work station in that city regularly 
during the morning as compared to an 
average of between 45% and 50% for 
the great network key stations, one 
program presented on it, lasting from 
9:15 to 11:00 o'clock, possessed the 
largest audience during three 15-minute 
periods and attracted more listeners 
than all but 6 of the 26 programs broad- 
cast by the four national network key 
stations during the hour and three- 
quarters in question. 

Flexibility of listening is of utmost 
importance to the radio advertiser. 
Within the limits of those set owners 
who can hear the station over which his 
program is broadcast—its potential 
circulation—the advertiser is fairly 
much the master of his own destiny. 
An outstanding program will dominate 
the air. A mediocre or badly planned 
presentation, no matter how costly or 
pretentious, will secure but few listen- 
ers. Because of flexibility of listening 
and the advertiser’s control of his pro- 
gram, the marketing of radio advertis- 
ing service must concern itself not only 
with the sale of time but talent and 


tion and that its excessive competitive use cannot 
introduce unnecessary marketing costs. Another inter- 
esting viewpoint is that which looks at part of the 
consumer’s advertising bill—as it applies to radio and 
the press—as a social cost which ensures a type of 
journalism and broadcasting better fitted to the demo- 
cratic processes of government, in spite of obvious 
shortcomings, than available alternative systems. 

6 The survey in question was a roster study of approxi- 
mately 2,000 completed cases conducted in the New 
York metropolitan district for a particular morning by 
the Hooper-Holmes Bureau, Inc., in the spring of 1937. 
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program ideas as well. This fact plays 
a dominant part in the marketing of 


radio broadcasting. 


Marketing Activities of the Broadcast 


Advertising Structure 


es 4 


The radio advertising structure of 
the country is composed of the follow- 
ing elements: 


1. Radio broadcasting stations. 

2. Organizations engaged primarily 
in program production and dis- 
semination. 

a. Networks. 

(1) National. 
(2) Regional. 

b. Transcription companies. 
Functional middlemen concerned 
with particular aspects of radio 
advertising service. 

a. Advertising agencies. 

b. Station representatives. 

c. Program building organiza- 

tions. 

d. Talent bureaus. 


w 


Broadcasting Stations. On January 
I, 1937, there were 700 stations licensed 
in the United States, of which 661 were 
in actual operation. Present Federal 
Communications Commission regula- 
tions divide ratio stations into four 
classes: clear channel stations, granted 
exclusive use of a wave-length and 
operating on a power ranging from 
5,000 to 50,000 watts; high-powered 
regional stations, two of which operate 
on each of four frequencies with a 
power of 500,000 watts; regional sta- 
tions operating at night at from 250 to 
1,000 watts, and local stations with a 
maximum night time power of 100 
watts and a day power of 250 watts. 

Regional and local stations are sub- 
divided into unlimited time stations; 
daytime stations which are allowed on 
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time or specified hour stations which 
may broadcast either in the day or » 
night when the station granted don 
nant use of their wave-length is silent 
A number of clear channel stations 
into this last-mentioned category, w} 
some specified hour regional and | 
stations have been placed on cle 
channels. 

Unlimited time stations comprised 
61.4% of the country’s total in 1937 
There were 32 unlimited time stations 
on clear channels, and 20 shared time 
and specified hour stations. Unlimited 
time regional stations totaled 202 and 
local stations 196. Regional and |o 
stations in other categories numbered 
141 and 109 respectively. 

Stations of various classes concen- 
trate in communities of different size 
While 43 % of all stations are situated 
in towns of 100,000 population 
over, nearly 90% of clear channel and 
60% of unlimited time regional 
tions are found there. In contrast, 51 
of the daytime regional stations are | 
towns of less than 50,000 populatio! 
Specified hour and shared time regiona 
stations concentrate in two classes 
communities, 36% in towns unde 
25,000 and 24% in cities of 500,000 an 
over. Nearly three-quarters of the ! 
unlimited time stations are situated 
cities under 100,000 population. Loca 
daytime and specified hour statio! 
differ little as to location from regio! 
stations of the same class. 

The concentration of different kind: 
of stations in various sized commun 
ties connotes a specialization in so 
and economic service as well 2s 1! 
nal range. Clear channel stations 
generally similar to large metropolitan 
newspapers or periodicals with state- 
wide or sectional circulation. Unlimitec 
time regional stations are closely ana 


241) 





the rank and file of the city 
rving their community and the 
territory economically and 
dependent upon it. Local sta- 
mble the small town and 
try pI Regional daytime and 
time stations have much the 
appeal as country weeklies or 
rnals with limited sectional 


ALLY 


it10N. 
pecialization of service on the part 
different classes of stations reflects 
tself both in the nature of the adver- 
g placed on them and in their pro- 
m structures. National and regional 
sdventie rs account for nearly 78% 
f the business on clear channel sta- 
¢ of the volume of regional 
ns affiliated with national net- 
rks. On the other hand, 89% of the 
ertising receipts of local stations 
from local business. Regional sta- 
located in towns under 25,000 
pulation are used to a surprising 
‘tent by national and regional ad- 
risers desiring to reach the rural 
irket. ‘Che proportion of national 
nd regional to total business on un- 
mited time regional stations in com- 
nities of this size is 29.5 %, while it is 
334% and 42.8% for daytime and 
part-time regionals respectively. 
also specialize in program 
ervice. Several of the clear channel sta- 
tions, such as WLS, Chicago, and 
WSM, Nashville, cater particularly to 
the rural audience. WLS’s “National 
barn Dance” and WSM’s “Grand Ole 
pry” are nationally famous rural pro- 
yrams of more than a decade’s stand- 
ing. Some smaller stations located in 
rge metropolitan centers make a spe- 
ial leature of foreign language pro- 
, while the program structure of 
st local stations in such cities reflect 





rd 

57° 
Hi 
i 


\t . . 
oOtations 


rary . 
mAGILIO, 


Classification of marketing activities is to some 
‘tent an arbitrary matter, and the one used in this 
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the interests of the lower economic 
groups. 

The radio station structure of the 
United States is an interesting example 
of the type of economic direction which 
results from private initiative and free 
enterprise, supplemented by govern- 
ment regulation only where necessary 
to conserve the public interest. The 
owners and managements have realized 
the opportunities presented for the lo- 
cation of stations in different communi- 
ties and have applied for a license to the 
Federal Communications Commission 
(or its predecessor, the Federal Radio 
Commission). They also have been re- 
sponsible for the specialization of serv- 
ice which has evolved within the radio 
station structure. The part played by 
the Commission has been mainly the 
determination of the technical feasibil- 
ity of granting specific applications, 
and of satisfying itself that the location 
of a station in the community in ques- 
tion was in the public interest. It should 
be noted, however, that all of this evo- 
lution has occurred within the frame- 
work set up by the Federal Radio Com- 
mission in its original allocation plan 
more than a decade ago; a framework 
which, in spite of shortcomings, has 
been remarkably well suited to the re- 
quirements of American broadcasting. 

The present broadcasting station 
structure of the United States provides 
adequate signal service to 92.1% of the 
population in the daytime and 82.6% 
at night. The correlation between the 
distribution of radio families and broad- 
casting facilities by states is 86.7% for 
daytime and 76.3 % at night. 


Marketing Activities of Stations.” In 
the sense that it conveys programs to 
listeners, a radio station engages in 


case should be accepted in this light. It has been de- 
veloped by Dr. Reavis Cox, Associate Professor of 
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transportation. This concept gave rise _ general rate, though probably less so ;, 
in the early days of commercial broad- the case of the local rate. - ‘ 
casting to the question of whether a A particularly vicious form of pric ai 
radio station was a common carrier. establishment known as contingent - | 
| The matter was decided in the negative “per inquiry” business attained ser; 
| by the Interstate Commerce Commis- __ proportions in radio broadcasting dy;. al 
sion in the Sta-Shine case, when it de- _—ing 1932-1934. Stations were paid {o; 
nied its jurisdiction over the rates and their facilities either on the basis 
activities of broadcasting stations un- inquiries regarding the product wh 
der the Interstate Commerce Act or — they drew from listeners or upon t 
Transportation Act of 1920.8 volume of goods actually sold by : 


It is natural that selling and sales station. This practice was uneconom 
promotion should be important station __ in that the station was compensated 
activities. Compensation for the com- the basis of something over whic! 
mercial and sales staff of the average had only partial control. The qualit; 
station comprises 13.7% of its weeky _ the program and nature of the offe: 
pay roll, and probably amounts to at least of equal importance to the 
about 6% of its total operating cost. erage of a station in drawing inquiri 


Advertising, sales promotion, miscel- Compensation on the basis of g 
laneous selling activities, and publicity sold, in turn, made the station a ret 
absorb another 5.3%, so that the aver- _—_ establishment rather than an adver 


age station’s internal selling activities ing medium. The practice was 
account for nearly one-eighth of its lawed under the NRA Broadcastir 


cost of operations. If total selling ex- | Code, and persists today to only a\ 
pense is considered, the 3.7% given to __ limited degree. I 
station representatives and that por- Marketing research by radio stat $1 
| tion of advertising agency commissions is confined principally to accumulatin: 
which can be considered a cost of sales and summarizing government statis 
must be added to this figure. Station regarding the market, and to cond 
| merchandising must not be overlooked ing numerous surveys of stati 
as a selling activity, since itis basically program popularity. The latter \ 
a promotional device rather than an _ greatly in quality and suffer f1 
economic function inherent to station — of standardized procedure. 
operation. The marketing risks borne by br ) 
Price establishment in radio is ef- casting stations are those involve 
fected by means of published rates. the ownership of time and the dev 
There are usually two sets: a generalor ment of programs. Time own 
national rate, and a retail or local rate. gives rise to economic risks wh! 
In theory the advertiser must accept unique, for radio broadcasting | 
these rates if he wishes to buy the sta- _—_ ably the only business where op 
tion’s facilities. This requirement is costs tend to increase as b 
fairly well adhered to with regard tothe creases. Every commercial p! 
| Marketing, University of Pennsylvania, and has been keting research, (8) forecasting, and 
found t e the most satisfactory for the writer’s planning. 
needs. It includes the following activities: (1) trans- 8 Sta-Shine Products Co. v. Station WGBB 
portation, (2) storage, (3) selling and buying, (4) price 271, 277, 278. 


establishment, (5) finance, (6) risk bearing, (7) mar- 
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coes off the air leaves a period 
be filled by a station sus- 
gram. 
crams are a commodity, just as 
ne. When stations build programs 
p audiences for them in the 
of securing commercial sponsor- 
they assume a financial risk be- 


1), Clit 


wise listener acceptance is_ highly 


ile babe 


he owners and managements of pri- 


stations have been responsible in 


biLcaALid 


‘ch has occurred thus far in broad- 


N 


as noted previously. 


hiss 


utional Networks. National net- 
; are service organizations engaged 


rincipally in program dissemination 


stallOl 


production. The combination of 
ns in a network enables a single 
ram to be transmitted instantane- 


y to the entire nation. Unless this 


s possible, sponsors whose programs 
tail a talent cost of from $10,000 to 


are 





000 nightly could not secure the full 


tising value of their presentations. 
here are but few major talent 
, many areas would be deprived 


irst-rate program service without 
tworks. Nearly one-third of the tal- 


nd program sales of stations and 
occur in four cities—New 
, Chicago, Los Angeles, and Phila- 


hia. Network sustaining programs 


ly are furnished to stations at a 
below that of producing accept- 
programs of their own. National 

ks also make possible the broad- 
ng of events of general interest 
iny point within the country and 


lh abr vad. 


nal network programs con- 
te materially to the popularity of 

| stations with listeners and 
risers. Both the sponsored and 


ng programs of networks as- 
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sist in building listener interest. The 
prestige of network affiliation attracts 
advertisers, as does the promotional 
material which networks send out re- 
garding member stations. An average 
of 26% of the business of unlimited 
time regional stations affliated with 
networks originates from national and 
regional non-network advertisers, as 
compared to 13% in the case of non- 
afhliated regionals. The average reve- 
nues of network affiliated stations are 
two to three times as great as non- 
afhliated stations, though the location 
of network stations in major markets 
is largely responsible for this situation. 

Finally, national networks are an 
important source of revenue to their 
affiliates, more than one-third of the 
receipts of these stations coming from 
this source. 

In 1937, 295 stations were affiliated 
with national networks. These in- 
cluded all clear channel stations, 83% 
of unlimited time regional stations, 
28% of unlimited time local stations, 
and 15% of regional and local stations 
of other classes. 

Network affiliation takes 
place on the basis of payment to the 
station for commercially sponsored 
network programs broadcast by it, and 
by the station’s contribution in some 
manner to the cost of sustaining pro- 
gram service. This contribution may 
consist of the payment of line charges, 
of a monthly fee, or of broadcasting a 
specified number of commercial pro- 
grams without charge to the network. 
Contracts with the network specify 
that it shall have the right of way over 
the station at certain hours of the day 
and week. This specification is essen- 
tial if the network is to be able to 
guarantee an advertiser nationwide 
coverage at a particular hour. 


usually 
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Regional Networks. Regional net- 
works are similar to national networks, 
except that they are limited as to 
coverage and service. The majority of 
the 33 regional networks are restricted 
to a single state, while the remainder 
cover somewhat larger economic re- 
gions. Regional networks originate less 
programs for their afhliates than do 
national networks, though there is 
some interchange of programs among 
stations on networks which maintain 
permanent wire service. They also are 
less active in promotion and research. 
Since most regional networks are com- 
posed of stations afhliated with na- 
tional networks they play a secondary 
role in the radio structure. 

There are two classes of regional 
networks: those which maintain per- 
manent connecting wire service and 
those which are brought together only 
for given commercial programs. The 
latter are in the nature of joint sell- 
ing ventures rather than bona fide 
networks. 


Network Marketing Activities. The 
marketing activities of national net- 
works include transportation, selling 
and buying, price establishment, risk 
bearing, research, and some economic 
planning. 

Other than its work in building pro- 
grams, a national network is principally 
a marketing functionary. Its most im- 
portant activity is serving as a trans- 
portation system for the dissemination 
of programs. 

In a sense a national network en- 
gages in assembly and dispersion, for 
it brings together many diverse pro- 
gram resources and sends them far and 
wide to its affiliated stations. Some of 
* The principal exceptions are WLW, which is optional 


on the NBC Red and Blue Networks at its own card 
rate, and the stations of the Mutual Broadcasting 
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these programs come from afiljay, 
stations themselves, some from +h. 
endless flow of talent which flocks ; 
the network offices, and others fro, 
events fashioned into programs by | 
network’s program staff. . 

A national network is a particular 
active selling unit, which is one rea. 
son why national network advertising 
has shown such marked vigor over t! 
past decade. National networks 
been aggressive in their sales prop 
tion and, until comparatively recent 
have borne almost the full brunt 
promoting radio as an advertising 
medium. 

Price establishment in the cas 
national networks is by means 
published rate cards which are adher 
to strictly. The network rate for 
given affiliated station is almost in 
ably less than that charged by 
station to national non-network ad\ 
tisers.2 Network rates are joint rat 
offered as an inducement for adve 
ers to employ large groups of stati 

The financing activities of net 
are slight, as are those of broadcasti: 
as a whole. Other than expenditur 
technical and program experiment 
tion, financial turnover is rapid in | 
broadcasting business. To the exten! 
that networks provide station: 
sustaining programs prior to 
paid for them, they engage in lin 
financing. 

The risk-bearing activities 
tional networks are different 
those of stations, but no less uniqut 
Network risks are considered hi 
separate from those of operating | 
stations, such as WEAF or WAB(C 
network bears very little risk of t! 
ownership, for it owns no tim 
System which are offered at approximate!) 


price as charged by the stations for nat 
network time. 
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this respect are confined to 
;s sustained through break- 


shia 
sible 10 


towns in service, cancellations, or re- 


ads made necessary to advertisers 

the broadcasting of an important 

‘onal event in lieu of the usual 
cial program. A portion of this 
be shifted to the afhliated 

ions, but some of it remains with 

network. The risks assumed by 
etworks in program building are 

imi lar to those of stations. 

National networks have been espe- 
active in market research. Until 
rmation of the Joint Committee 

n Radio Research—supported by the 

National Association of Broadcasters, 

he Association of National Adver- 

ers, and the American Association 

Advertising Agencies—practically 
all basic radio research was conducted 

the networks. They still play a 
lominant role in this respect. 

The economic planning done by 
networks has been similar to that of 
stations. Network managements have 

rceived business opportunities and 
have fashioned their structure and 
activities to take advantage of them. 

Networks also have engaged in long- 

range planning with regard to new 
lopments, such as television. 

"he marketing activities of regional 

tworks are more restricted. There is 
transportation in the sense of sus- 

taining program dissemination, little 

“isk bearing or research, and practically 

financing. The majority of regional 

tworks are cooperatively financed. 


Transcription Companies. Electrical 
nscriptions are programs recorded 
ially for broadcasting. They are, 
re, a particular method of pro- 
nd disseminating programs. 
activities of a well-equipped 
ription company are varied. It 
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records programs for advertisers, either 
in its own or in network studios, the lat- 
ter being used where the recording of a 
network program is desired. It builds 
and transcribes special “custom built”’ 
programs on its own initiative or at the 
request and with the cooperation of the 
agency and advertiser. 

The leading transcription companies 
have assembled libraries of recorded 
programs, which are available to sta- 
tions on a subscription basis. A com- 
mission is charged in addition, if library 
material is used on commercially spon- 
sored programs. 

In a sense, a transcription company 
constitutes a recorded or “platter” 
network. Program dissemination by 
electrical transcriptions has a number 
of important advantages. It makes 
possible marked flexibility in the selec- 
tion of stations, hours, and seasons for 
broadcasting. Use of transcriptions can 
eliminate waste circulation by limiting 
the campaign to key markets. This is 
important in the case of regional adver- 
tisers and of those interested in a few 
widely scattered markets. One may 
broadcast a transcribed program at the 
very best time available on each indi- 
vidual station, and can use various 
stations to overcome time differences 
across the continent. Their flexibility 
enables one to schedule a highly sea- 
sonal campaign strategically in differ- 
ent parts of the country. 

The preceding discussion serves to 
indicate that transcriptions often must 
be sold in competition with national 
network advertising. This practice has 
forced one of the most important tran- 
scription companies to engage in an 
active campaign promoting the use of 
non-network advertising by national 
and regional advertisers. 

The previous discussion has de- 
scribed the well-equipped transcription 
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company rendering a complete service. 
This description, however, embraces 
but a few concerns. The majority 
confine their activities to recording, 
and to occasional production of a 
program on their own initiative. 


Marketing Activities of Transcription 
Companies. The similarity of function 
between a transcription company and 
a network is evident when one con- 
siders that its principal utility is pro- 
viding a convenient and flexible method 
for program dissemination. The busi- 
ness processes involved in rendering 
this service have not yet evolved to the 
point reached by networks, but the 
potentiality is present. 

Program storage is an activity unique 
to transcription companies. They per- 
form this service by recording programs 
for advertisers well in advance of the 
broadcasting date, and also through 
their transcription libraries, which con- 
stitute a program reservoir for the sta- 
tions subscribing to them. 

The selling activities of the more im- 
portant transcription companies, such 
as the World Broadcasting System, are 
designed principally to promote the 
use of non-network advertising by na- 
tional and regional distributors, and in 
this manner to increase the use of 
transcriptions. In addition, World and 
other transcription companies attempt 
to sell advertisers on the superiority 
of their particular facilities. Selling and 
promotional work also is necessary in 
securing subscribers for transcription 
libraries. 

Price establishment by a trans- 
cription company is limited almost 
exclusively to its recordings. With the 
exception of the newly formed World 
Transcription Company, no joint rates 
exist for stations over the facilities of 
which the advertiser wishes to broad- 
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cast his transcribed program, and {,.. 
mal negotiation is directly between ; 
advertiser and the individual] 
There is very little price standard 
tion in the recording of transcription: 
and reputedly a good deal of 
cutting. 

Risk bearing, from the marketing 
gle, is confined to the ownership apé 
development of transcription librari 
Thus far transcription companies | 
engaged in but limited market resea; 
while they are required to d 
financing in the normal course of t! 
business. 


Advertising Placed over the Broac 
ing Structure. It is evident from t! 
ceding discussion that radio is 
single medium, but a group of n 
roughly analogous to various pha 
the press. In consequence of this \ 
tility, radio advertising divides 
into several categories: nationa 
work, regional network, nationa 
regional non-network, and local ad 
tising. To these must be added th 
of programs and talent. Exhibit | 
the division of broadcasting reve 
in 1935 and 1937. 

During the first seven n 
1937, for which data alone are 
able, 35.1% of national and re¢ 
non-network business and _ 10.7 
local radio advertising represented 
trical transcriptions. During t! 
of March 6, 1938, 20.8% of all p: 
hours broadcast by stations wer 
scribed programs, 18.5% of t! 
mercial and 21.9% of the 
hours. 


Functional Middlemen in Raat 
vertising: The Advertising Age? 
advertising agency is a functi 
dleman which assists advert! 
planning and executing campaig! 





gg 
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.gencies serve as expert coun- 
present and potential advertis- 
y are instrumental in developing 

nts and greater volume for 

is fact is strikingly illustrated 
case of national and regional 
rk advertising, which at the 

as severely handicapped by the 

f agencies skilled in its use. Since 
his type of radio advertising has 
re rapidly than any other, 
pment paralleling the rise of 
ies and other functionaries ade- 

y equipped to service it. 
\dequate agency service 1s particu- 

important in radio. Because the 
tiser furnishes the program as 


radio advertising volume. It is esti- 
mated that this proportion rose to 
approximately 80% in 1937. This per- 
centage is probably higher in radio than 
in any medium with the exception of 
national magazines. 

Radio departments of agencies are 
a comparatively recent development, 
and the number of agencies adequately 
equipped to handle broadcast adver- 
tising is still limited. Consequently, 
close scrutiny of its experience and 
facilities in that field is desirable before 
engaging an agency for a radio adver- 
tising campaign. 

The principal marketing activity of 
the advertising agency is functioning as 


EXHIBIT | 


Rapio BroapcastinG REcEIPTS:* 1935 AND 1937 


Class of Business 


Percentage 
1937 L935 Gain 


rks $ 56,192,396 
we + 727 RF ‘ 
Jetworks 2,854,047 $39,737,867 48.6 
1 Regional Non-Networks 23,117,136 13,805,200 67.5 
ng Advertising 35,745,394 26,074,476 ee 
Sales $117,908 ,973 $79,617,543 48.1 
alent Sales and Similar Sources 11,264,748 
eer ¢ 74° 6,875,110 93.0 
Receipts 2,032,145 : 
$131,205, 866 $86, 492,653 51.6 
lowing the deduction of discounts for frequency of broadcasting and similar promotional discounts, but prior to the 


mmissions. This is conventional procedure in the medium, 


is the commercial copy, radio is 
lependent upon freshness and vital- 
leas that time cannot be sold so 

y as white space. A few strokes of 
neil, and an orthodox copy and 
it can lay the basis for a printed 
paign; but a radio presentation 
include a finished program and 
idition. Consequently, it is neces- 

y to the success of the medium that 
encies be highly skilled in program 


Dependence upon adequate agency 
vice is reflected in the proportion of 
business handled through agencies. 
135, agencies serviced 73% of all 


a specialist in the selling field, for ad- 
vertising is part of the selling process. 
Agency participation in the selling 
process is twofold. When concerned 
with the development and execution of 
an advertising campaign, it is an ad- 
junct of the client’s advertising or sales 
department. The agency also plays an 
important part in the development of 
advertising volume for the medium. 
If the agency did not exist, much of the 
burden of contacting and servicing ad- 
vertisers would fall directly upon the 
medium. The agency therefore renders 
important sales service to stations and 
networks. 


The Marketing of Radio Broadcasting Service 313 











312 Harvard Business ‘Review 


Increasing attention is being paid to 
marketing research by agencies as a 
means of enhancing their value to cli- 
ents and as a check upon their own 
efficiency. Agency research in radio has 
been devoted mainly to program popu- 
larity and questions of technique. 

Since the courts have held advertis- 
ing agencies to be responsible for space 
and materials contracted in behalf of 
their clients, they assume a measure of 
credit risk. 


The Station Representative. The sta- 
tion representative is an interesting 
example of the evolution of a marketing 
functionary. The growth of national 
and regional non-network advertising 
in 1929 created the need for contact 
between stations, scattered throughout 
the country, and agencies and adver- 
tisers located for the most part in a few 
metropolitan centers. Agencies had to 
be advised as to station coverage, avail- 
able time, program producing facilities, 
and special services open to advertisers. 

The time broker originally assumed 
this task. He was analogous to the 
space broker of early newspaper days, 
representing no particular stations, se- 
curing business wherever he could find 
it, and being paid a commission on ad- 
vertising which he secured. 

The time broker was an imperfect 
device. Abuses arose in the form of 
excessive commissions. The practice of 
contracting for time at one price and 
selling it for what the market would 
bear arose at least frequently enough to 
cause further dissatisfaction. 

Transcription companies were forced 
into the brokerage business in an 
endeavor to control the sale and promo- 
tion of national non-network advertis- 
ing. Naturally they asked a commission 
for their services. Sometimes both the 
transcription company and the broker 
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demanded commissions. The Electric; 
Research Products Institute, which 
controlled patents on the turntable: 
used to play transcriptions, for a tim, 
demanded a commission of y/ 
periods sold for transcribed program 
When the broker, transcripti 
company, ERPI, and the agency par. 
ticipated in the transaction, static; 
commissions rose as high as 60%. T! 

multiplicity of commissions was dispro- 
portionate with the services rendered 

It soon became apparent that sta 
tions required someone to look afte; 
their interests exclusively, so far 
their own market was concerned. Thi 
fact combined with the general dissatis- 
faction with the time broker served 1 
create a demand for a new and mor 
efficient marketing functionary. As 
result, the broker was supplanted | 
the station representative in 1932 
Shortly afterward transcription com 
panies withdrew from the brokerag 
field and ERPI changed its method 
operation. 

The station representative is th 
radio counterpart of the newspaper 
representative. He represents a numb 
of stations on an exclusive basis, « 
tacts agencies for them, and ca 
attention to the desirability of advertis- 
ing in their market and over thei 
facilities. Representatives receive 4 
commission, usually 15%, on business 
originating in their territory. In som 
instances they are paid a fee instead 
a commission. 

In January, 1938, there were ap- 
proximately 40 station representati\ 
the number having declined from 6c 
the preceding year. Consolidation was 
mainly responsible for the decreas 
The great majority of profitable bus 
ness is in the hands of a scant ha 
dozen concerns. 
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ishing contact between radio 
guite often for regional net- 
well) and advertising agencies 
representative’s only important 
, marketing activity. Occasionally he 
ram ntacts advertisers and engages in 
earch, but these activities 
tly secondary. 


sllaneous Organizations. Program 
organizations are a minor 
’ f the radio advertising struc- 
re. Some of them specialize in con- 
icy work, advising both agencies 
advertisers as to program produc- 
\t times they function as radio 
fepartments for smaller agencies. Oth- 
; devote their efforts to the develop- 
f program material in the hope 
rit to agencies or advertisers. 
\ talent bureau may be part of a sta- 
‘network organization, a sepa- 
incorporated subsidiary, or an 
pendent organization similar to the 
nt booking agency in the theatrical 
|, It acts as the exclusive agent for 
collecting a commission on all 

iness which it develops. 





Trends in Marketing 


Broadcasting Service 


Problems and 


‘hough its general form is com- 
tively well crystallized, the broad- 
ting structure is still in process of 
ition. Its imperfections give rise to 
rketing problems which affect both 
the rate and direction of radio program 
| advertising development. Limi- 
ns of space make a thorough dis- 
ion of these problems and trends 
ssible. Some of the major ones, 
ever, may be raised briefly. 


D - - 2 — e r 7 . 
Program Service. The need of main- 


ming increasingly apparent. In the 
days of broadcasting, program 
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development was performed by the net- 
works, the advertising agencies which 
pioneered in radio, and a few wealthy 
stations. While the networks laid the 
groundwork for many basic program 
forms, the advertising agencies first ex- 
ploited them fully. Agencies were forced 
into program building to retain control 
of their clients’ advertising and to co- 
ordinate radio with the rest of the sales 
program. As their program activities 
increased, the networks became more 
passive. 

This system was satisfactory when 
the field was rich in new opportunities 
and program ideas did not have to be 
cultivated intensively. But recently 
the tempo of program development has 
slowed and the task of providing fresh 
radio material has become correspond- 
ingly more difficult. Painstaking ex- 
perimentation as to the best program 
forms and techniques is necessary if 
radio is to maintain its present degree 
of public interest. 

The limited working capital of ad- 
vertising agencies does not equip them 
to undertake the risk of program de- 
velopment, while their responsibility 
to clients causes them to favor forms 
which already have proved successful. 
Consequently the responsibility of pro- 
gram creation falls upon the broad- 
caster, where it logically belongs. 

The tendency to view sustaining 
programs as a necessary evil and to 
build conventional entertainment for 
quick resale seems to be passing. The 
general improvement in station pro- 
gram production facilities, the develop- 
ment of transcription libraries, and the 
increasing interest of stations and net- 
works in the sale of programs rather 
than merely time, are healthy trends. 
A growing agency appreciation of sta- 
tions as a source of programs has re- 
sulted in a greater relative growth of 
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live talent shows since 1933 than any in advertising and selling, not jp. 
other form of non-network advertising. cluding salaries. While some of +h 
Although the agency seems destined _ was routine expense and general ra 
to become increasingly a buyer and promotion, a good portion of it 
adapter of programs, it must not be _ specifically devoted to selling n 
assumed that it will relinquish all as against other media. 
program building and development. The representative has been ha; 
Since the entertainment and advertis- | capped in the comprehensive pro; 
ing ona omnes al program must be tion of non-network advertising by 
fashioned into a single unit, the produc- _fact that he seldom can _ present 
tion oy programs will always be an program and advertising plan emby 
important agency function. The crea- ing a group of stations covering 
tion and testing of new forms, however,  advertiser’s market as can a nety 
must be principally the work of sta- for his resources are limited, his list 
tions and networks. This will empha- _ stations is usually not sufficient 
size more than ever the importance of _ diversified, and his staff is not gea 
the medium selling program ideas as to the task. Unless his resources 
well as time. prove materially, he is destined t 
fine his activities to routine contact, a 
National Non-Network Advertising. A does his publication counterpart, 
more adequate marketing mechanismis _ the larger problem of promotion n 
necessary to the complete development _ either be assumed by some other fu: 
of national and regional non-network _ tionary or be solved cooperativel; 
advertising. A general improvement in _ stations. 
the radio knowledge of the rank and file 
of advertising agencies is necessary, Problems of the Transcription C 
since al] too few are experienced innon- pany. The principal task facing 
network advertising. More important _ transcription company is on 
is the fact that the station representa- ther evolution. In 1931 it seemed 
tive thus far has been inadequate to the World Broadcasting System 
the development of national non-net- Scott Howe Bowen, Inc., would ro 
work business, while the transcription approximate the marketing activi 
company has not evolved farenoughto — of networks in that they would b: 
function on a competitive level with central program producing, dis: 
national networks. nating, and sales promotion age! 
With few exceptions representatives for groups of stations. World 
have been weak in promoting non- transcription company which h 
network advertising as a whole and panded into brokerage and prog! 
have confined their activities to routine production as a means of selling 
matters where they have been of no facilities, while Bowen was a br 
small value. Adequate promotion of | which had undertaken to build 
national non-network business, in com- grams and make transcript ns. | 
petition with networks, requires a rise of the station representative, | 
great deal of research, cooperation on ever, forced World to restt 
the part of fairly large groups of sta- activities, and a series of rever 
tions, and considerable money. In 1937 removed the Bowen organizati 
the national networks spent $1,156,258 the field. 





recently the World Broadcasting 
‘nounced a plan the principal 
of which is the approxi- 
of network operating and pro- 
advantages while retaining 
bility inherent in non-network 
A basic group of stations 
in major markets has been 
\dvertisers must use stations 
| with the World Transcrip- 
System, though they will be given 
unlimited choice in combining 

markets within the World structure. 
The World Transcription System will 
tract directly with advertisers, and 
: financially responsible to afhli- 
| stations for time used for commer- 
: msored World programs. A 
ferential between the price at which 
iated stations will make time avail- 
to World and what it will charge 
rtisers for the same time will pro- 
e revenues out of which the sys- 

ll be financed. 

World will seek to approximate net- 
rk commercial operation by absorb- 
ya portion of the cost incidental to 
nscription production, which has no 
rallel in network broadcasting. This 
rption will be done in proportion 
amount of station time used by 
lvertiser. It also will centralize 
as to time clearance, shipping 
riptions, checking afhdavits that 
rogram actually was put on the 





‘ducing the cost of servicing this 
type of radio advertising by agencies. 


blems of Commercial Practice. 
wealth of information regarding 
) has been collected by a diversity 
hods and subjected to such dif- 
ring methods of interpretation as to 
ke comparison practically impossi- 
Standardized and authenticated 
rmation is necessary with regard 
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to station coverage and popularity, set 
ownership, listening habits, and pro- 
gram audience. 

Standardized information 
not only satisfactory research tech- 
niques, but also a sound philosophy of 
what is wanted. There are many rea- 
sonably acceptable methods for meas- 
uring the audience of a radio station, 
but until agreement can be secured as 
to what is the most desirable common 
denominator of station audience these 
methods are of limited practical value. 
Developing such a common denomina- 
tor is rendered difficult by reason of 
the flexibility of listening so character- 
istic of broadcasting. 

Collection of the majority of this in- 
formation lends itself readily to coop- 
erative effort. Such effort would ensure 
standardization of methods, and the 
elimination of considerable duplication, 
and would make possible the pooling of 
sufficient resources to provide for a 
program of fundamental research. A 
beginning has been made in this direc- 
tion in two cooperative ventures: the 
Joint Committee on Radio Research 
and the Cooperative Analysis of Broad- 
casting. The former is maintained by 
advertisers, agencies, and broadcasters 
for the purpose of developing standard 
information as to set ownership, sta- 
tion audience, and similar matters. The 
latter is a cooperative advertising 
agency venture in the measurement of 
network program popularity. 

There also is a need for adequate sta- 
tistics which will reveal trends in 
broadcast advertising. Information of 
this type thus far has been incomplete, 
or if reasonably comprehensive, has 
been collected sporadically. Statistics 
of this type must be continuous and 
should be compiled in such a manner as 
to be of localized as well as general use. 
The collection of broadcasting trade 


requires 








316 


data must be either a cooperative ven- 
ture or the work of a specialized sta- 
tistical service. 

In addition to these problems, broad- 
casting faces the usual trade practice 
difficulties besetting a comparatively 
new medium. Units of sale are not 
standardized and unnecessarily com- 
plicate the task of time buying. Local 
rate structures vary tremendously, and 
many of them are of questionable 
soundness. Merchandising also is un- 
standardized, though the majority of 
stations have discontinued the exces- 
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sive services rendered in 1932 and 193; 
Some problems of commercial cop, 
standards arise periodically, but on th 
whole the question is handled satis. 
factorily by the stations in cooperatio 
with the proper Federal and state a, 
thorities. Both the National Broad. 
casting Company and the Columbia 
Broadcasting System have espe 
continuity acceptance departments to- 
gether with fairly rigid copy standards 
Nearly all the more important station 
carefully scrutinize the commercial cop; 
to be broadcast over their facilities 
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APPROPRIATE COLLECTIVE BARGAINING UNITS 
NATIONAL LABOR RELATIONS BOARD DECISIONS 


BY R. A. 


HE National Labor Relations 
\ct in Section 9(b) states that: 


Board shall decide in each case 
in order to insure to employees 
enefit of their right to self organi- 

to collective bargaining, and 

e to effectuate the policies of this 

t appropriate for the purposes 
lective bargaining shall be the em- 
er unit, craft unit, plant unit, or sub- 


thereof. 


is clear that the appropriate unit 
pends upon the decision of the Na- 
| Labor Relations Board, the only 
ding implications of the act being 
tives of assuring “full benefit 
the right to self organization and to 
ive bargaining.” 
(he Board’s judicial right and ob- 
to define the unit or group of 
yees which shall be appropriate 
irposes of collective bargaining 
been the ground of greater criti- 
than possibly any other of the 
powers. Moreover, the only 
ificant split among the members of 
Board itself has arisen in regard to 
sues relative to the designa- 
the bargaining unit. On many 
ns the Congress of Industrial 
ganizations has objected to the 
’s designation of craft units, de- 
that such decisions threaten the 
existence of the industrial unions 
the CIO has organized in the 
iss production industries. On the 
ind, the American Federation 
or, in its 1938 Convention Reso- 
on the Labor Board, declared 
Board had unfairly discrimi- 


r 
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nated against the Federation and had 
favored the industrial form of organiza- 
tion in its certifications of the proper 
bargaining units. 

The AFL demands that the Wagner 
Act be amended so that the NLRB will 
have no discretion in naming the col- 
lective bargaining unit—that all rep- 
resentation elections be held by craft 
units when they so request. In order 
to clarify this important controversial 
issue, it is desirable first to analyze the 
provisions of the Wagner Act on the 
subject of the appropriate bargaining 
unit and the principal considerations 
guiding the Board in its application of 
those provisions, and second to analyze 
the actual decisions by the Board in 
all cases in which this question has 
arisen. 

A specific definition of the appro- 
priate unit is required whenever it is 
necessary for the Board (pursuant to 
Section 9(c) of the act) to certify a 
particular union as the employees’ rep- 
resentative for purposes of collective 
bargaining, or to hold an election for 
the purpose of allowing the employees 
to indicate the union which they desire 
to represent them. Such a definition 
is also necessary whenever a union 
brings the charge that an employer is 
violating Section 8(5) of the act and 
refusing to bargain collectively with 
representatives in the appropriate 
unit.! 

By December 1, 1938, the Board had 
certified proper units in 488 cases. Ex- 
hibit I gives the general description of 
these cases and the units which resulted. 


1 First Annual Report of the National Labor Relations 
Board, 1936, p. 112. 
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shows the predominance _ pected, especially when it is realiz. 
unit in current labor that in most disputed cases the del 


lustrial 
development. Out of the concerns not the craft-industrial js 
in which there was no but rather problems of inclusion oy, 
ibout the proper unit, the clusion of watchmen, clerks, s 
yn unit was industrial in 207 taries, etc., coverage of one or seve; 


¢ of the total), qualified in- plants in the same unit, etc. It is prob. 

in 16 cases, and the craft unit able that failure to recognize this pre. 
in only 39 cases (14.9% of the total). dominance of the demand for industr 
ween units by all |abor groups has led ma; 

Unir Decisions, Nationa. Lason  SUperficial observers to conclude t 

Boarp, DEcEMBER, 1935, TO many Board certifications of indust; 

mS 1938, [INCLUSIVE units indicated necessarily bias agai 
np nl ten : the crafts. We may expect to | 

strial unit agreed upon something of the Board’s impartia 
a in the face of this basic conflict 

iat a consideration of the reasons lea 


} 
certined 


justrial unit certified ; to its decisions, and then from a 


sideration of the cases in whic! 
f the production  Craft-industrial or the AFL-CIO is 
le plant or those = are clearly drawn. 
sle product, or as 

ot I 


loyer, Considerations Governing Boa 


on 
yr of these 5 1ONS 

n, I have In the First Annual Report 
to be made from this unit, National Labor Relations Board 
lerical workers, watchmen, ro: . 
pia ypenelinir ingests 7 ane officially explained that: 


ind sometimes outside em- 
s are taken from the anave The considerations generally 
ee tae into the designation of a unit are: 
history of labor relations in the 1 
and between a particular employ 
lates to collective bargaining unit; 
“ee : community of interests or lack 
pute. a higher percentage of craft interests among employees in the n 
its was designated, but even here the qualification for work, experience, 
it groups were only 50 in number wages, hours, and other working 
2° of the disputed unit certifica- tions; (3) the organization of the | 
whereas 115 (or §1.1%) of the of the employer from a functional, p! 
vere industrial. It is and geographical viewpoint; and (4 
form which efforts at self-org 
among the employees has taken, 1 
the prerequisites for membershi 
projected or established organizat 


pec l ilized 


ll, or at least 


in which the unit was under 


1ated units 
sible to state from the figures 
the Board’s decisions have in 
been more favorable to industrial 
raft units in its administration of “seat? 
‘ organizations. 
<5 Shore Me The precise weight to be given t 
ustrial units in the “no of these factors cannot be mathen 
cases suggests the likelihood stated. Generally, several of the c 
lustrial units predominating tions mentioned enter into a given de 


n of the act. The predomi- 


uted cases. This is to be ex- 2Pp. 113-119. 
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While the Board has not been able an election to determine the proper 
a formula leading to the unit. 

n of the proper unit, it Exhibit II reveals the strong influ- 

ble to establish definitely | ence upon the Board’s determinations 

iples of procedure. Thus _ of the employees’ efforts at self organi- 





‘the appropriate unit in zation and indicates the attempt of the 
must be determined in light Board to avoid the charge of shaping 











imstances existing in the the course of the labor movement. It is 
ise.’ Further, a unit desig- =a somewhat negative approach (per- 
t unalterable, and change haps very wise) and apparently has had 
and circumstances which _ no influence partial to either craft or 






tance in determining the — industrial forms of organization. The 

EXHIBIT II 

aTrions IN Unit Decisions as STATED BY NATIONAL LABor ReEtations Boarp 
Unit Certified 



























Qualified Election 
eration Craft Industrial Industrial Ordered Totals 

72 113 24 30 239 

ctive bargaining relations 25 37 8 1c 8 

n in industry 17 7 3 I 28 
ation of workers 3 5 c fe) 8 
mbership in union 17 56 fe 83 

10 8 3 19 4 
113 208 44 19 384 
80 






21 45 14 re) 






O 






62 
45 
43 
60 
12 
40 
9 
10 































unit may work a corre- _ reference to the “history of collective 
change in the proper unit. bargaining relations” and to “the es- 

y of treating agreement by all tablished labor organization in the in- 

| a case upon the proper unit dustry” would seem to favor the older 
ive is followed with but few forms of organization, and thus be prej- 
udicial to the interests of the CIO and 
tated considerations of the industrial unions in general. ‘The table 
nit cases are classified under shows us, however, that these reasons 
heads: Self Organization and __ contributed to industrial units in 44 
Interest, the latter term refer- cases and to craft units in 42 cases. It 
interests tending to integrate is true that reference to the established 
p.InExhibitII the variouscon- union favors the crafts, but this is 
s are analyzed as to whether _ offset by the fact that the Board inter- 
‘cited in decisions resultingin _ prets the history of collective bargain- 
it, an industrial unit,a quali- ing relations to refer properly to 
trial unit, or in an order for _—_ experience in the immediate past;sothe 









f Grace Line, Inc., et al., 2 NLRB 369. fact that the CIO preceded the AFL 





into many new fields of organization 
allows the Board to uphold industrial 
units because of the CIO industrial 
unions’ priority. However, in all but a 
few cases in which the AFL conflicts 
with the CIO, it does so either with its 
old craft organizations or with its 
newer industrial organizations. In the 
former case the AFL has the advantage 
of being first in the field, and in the 
latter case there is no demand for the 
craft designation by either side. 

The factors listed under ‘‘ Mutual 
Interest’’ present the possibility of more 
decisive action by the Board, but again 
Exhibit II shows no bias for any par- 
ticular type of union in the application 
of these principles. Considerations fa- 
voring craft units are balanced by 
others suggesting the industrial unit, 
and most considerations are applied in 
different cases as grounds for both craft 
and industrial units. The variety and 
nature of the established considera- 
tions are such as to permit bias either 
for or against a particular union type. 
An analysis of the considerations in 
Exhibit II and their application sug- 
gests no evidence of prejudice. In any 
event, we cannot be very precise until 
we have analyzed the cases in which the 
issues are clean cut and the Board is 
‘put on the spot.’ Thus, in order to 
judge more carefully the Board’s ac- 
tivities we want to know (1) whether, 
in determining the appropriate bar- 
gaining unit, the NLRB has decided 
more frequently for the industrial form 
of organization as against the craft 
form of organization, and (2) whether 
it has decided more frequently for the 
CIO as against the AFL. 

Craft vs. Industrial Uniontsm 
At the outset it is to be noted that 


the craft-industrial controversy and the 
CIO-AFL fight are not synonymous. 
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Exhibit III shows the type of un 
quested by the two main labor or 


It is significant that the America, 


EXHIBIT III 


Type or Unit REQUESTED BY THE CIO an 


VYualified 

Craft Industrial Industrial 
AFL 68 153 24 
CIO 32 231 32 


Federation of Labor appeared jn 


cases and favored the industria] 


62.4% of those cases, the qualified 


dustrial unit in 10% of the cases 


the craft unit in only 27.6% 
total. The CIO appeared in 29s 
and favored the industrial 


78.4% of the cases, the qualified ind 
trial unit in 10.8% of the cases, and 


craft unit in 32 cases, equal to 10.4 


of the total. It is not unexpected, 1 
that we find the AFL and the CIO 
complete agreement in 51.3% o! 


cases in which they have appear 


f 


gether and the unit question has a 
In 46 cases before the Labor B 


the issue has plainly been whet! 


certify a unit that is indust 
whether to allow craft units t 


The industrial unit was certified i: 


and the craft unit in 16 cases of 


46. In I8 the Board ordered an el 


to determine the proper bargai 


unit. In 2 cases the Board decided 
certain craft units and left 
others dependent upon the result 
election. 

The Board’s doctrine in the | 


of cases—‘‘self determination of | 


geneous groups’’—was first ap} 
the Globe Machine case and in t! 


Auto Stamping Company cas 


( 


August 11, 1937. The procedure ¢ 


lishes a principle of greatest signil 
in the industrial-craft controve! 
the opposition of the two types 
ganization is most clear in ¢a 
which the Globe doctrine is 
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It re- 


4° 
ay 















f the Board’s position, as 
-City Auto Stamping Com- 
_is as follows: 


entions (entire plant a unit or 
urtment a separate unit) are 

y evidence, the considerations 
lanced, and the record affords 

, what is there spoken of as the 
ng factor, namely, the desires of 
We will therefore order an 

be held separately for the em- 
the company engaged in produc- 
naintenance, exclusive of the 
nd of clerical and supervisory 


in the result of these elections will de- 
letermination of the appropriate 
e purpose of collective bargain- 


». [fa majority of the men in both groups 


i es elect to be represented by the 
\. W. A., both groups together will con- 

ingle unit. Otherwise we will find 
> two appropriate units.‘ 


‘lection principle makes it pos- 
‘where the considerations are 
balanced,” for any craft group 
‘itself out of the industrial unit 
rity vote of the craft members. 
is similar to the provisions of the 
vay Labor Act which reads: 


yees shall have the right to organ- 

| bargain collectively through repre- 

of their own choosing. The 

f any craft or class of employees 

the right to determine who shall 

presentative of the craft or class 
irposes of this Act.§ 


iment to the Wagner Act 
d compel the application of 
iple of “‘self determination of 
ie ogy . 
geneous groups” is before Con- 
h the strong support of the 
in Federation of Labor. The 
he cr . rs " 
licy of ordering elections to 
proper units seems definitely 
: to Stamping Co., et al., 3 NLRB 306. 


r Act, Section 2, Paragraph 4. 
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to favor the craft form of organization. 
In nine dissents, Edwin S. Smith has 
objected to the “Globe decisions,” stat- 
ing that he thought: 


The splitting off of a craft unit from the 
general body of production and main- 
tenance workers who are seeking repre- 
sentation on a plant-wide basis is not 
justified in the absence of a substantial 
showing of past bargaining on behalf of the 
craft group.® 


In 11 cases Edwin S. Smith has agreed 
with the election on grounds that the 
craft involved has had sufficient col- 
lective bargaining experience to warrant 
its continued existence. 

The Board’s practice of ordering 
elections to determine the unit in 20 
cases seems undeniably to favor the 
craft organizations, and in 17 of these 
cases to have favored the AFL in its 
craft claims. If this conclusion is 
correct, the Board has favored the 
craft unit in 36 of the 46 cases of craft 
versus industrial unit disputes, thus 
controverting the common claim that 
the Board has been prejudiced in favor 
of the industrial unit. 

In the cases in which the Board has 
refused demands for a pure industrial 
unit and has certified separate craft 
units, it has acted mainly in view of the 
following considerations: (1) desire of 
the members of the craft unit itself as 
shown in various ways; (2) long and 
established history of collective bar- 
gaining as a craft; (3) evidence of 
differences of skill and occupation; and 
(4) lack of persuasive argument al- 
leging the mutual interest of all workers 
in the industrial unit. It is to be noted 
that even in these cases in which the 
election is not ordered, the major 
emphasis is upon the desires of the craft 


6 Shell Petroleum Co., et al., 9 NLRB 76. 
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workers, and is in fact an application 
of the principle of “‘self determination 
of homogeneous groups.” Edwin S. 
Smith has dissented in two of these 
cases for the same reasons that he has 
dissented in certain of the “election to 
determine”’ cases. 

\n inspection of the cases in which 
the Board has certified an industrial 
unit in the face of specific demands for 
the craft designation will be enlight- 
ening. There are 10 such cases. In the 
Serrick Corporation case the Labor 
Board found that the company had 
discriminated in favor of the Associ- 
ation of Machinists (AFL) and against 
the United Auto Workers (CIO), and 
that while the Machinists claimed 
separation of craft and production 
employees, they had in practice given 
effect to the industrial unit by organ- 
izing the two groups merely in separate 
locals which actually bargained as a 
single unit. In view of the pseudo-craft 
organization and of the discrimination 
of the company for the craft unit, the 
Board certified the larger unit. In two 
cases the craft claim was rejected upon 
the ground that the members of the 
proposed unit had no desire for such 
separation from the larger unit. In two 
cases craft claims were denied on the 
ground that the claimed distinguishing 
skill was non-existent. In two other 
cases the industrial unit was certified 
because the claims of functional co- 
herence in the plant unit outweighed 
(in the Board’s view) the claims, 
notably of occupational differences, put 
forth by the crafts. In three cases the 
3oard observed that those claiming 
craft units had never previously tried 
to organize the workers it claimed, and 
furthermore that they had no members 
in the unit claimed. 

‘rom this inspection of specific cases 
we can conclude that (1) the Labor 


7S) 
NO 
> 
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3oard has followed the desires 
employees as the most conclusive 
sideration in the determination of ; 
bargaining unit. Without passing 
the wisdom or unwisdom of this p; 
cedure, we can be sure that the Board 
policy makes it easier for craft 
to exist. (2) The Board has show, 
strong tendency to certify craft y 
whenever their claims have been pon, 
fide craft claims. In only two cases 
apparent that the Labor Board 
argued along industrial lines in allowi; 
the larger unit—that is, has argy 
that the industrial unit shou 

certified and crafts denied recognit 
on the ground that a complete; 
unit is needed in order to barg 
effectively with the employer. 


Extensiveness of the Bargaining Unit 


An often neglected but signif 
group of NLRB unit decisions 
concerned with the extensiven: 
the bargaining unit. Specifically, 
question is: Should the unit be depart 
mental, plant, employer, trade a 
ation, or multi-employer when sey 
legal employing agencies are s 
interlocked as to constitute in eff 
single employing agency—or in « 
cases, should the unit cover a larg 
small geographical area? This has | 
the issue in 47 cases—approximatt 
often as the craft-industrial disput 
and the Board has favored the 1 
extensive unit in 33 cases, the sma 
unit in 13 cases, and has comp 
one case. The Board’s policy 
clearly tending toward the large: 
with the less extensive unit 
favored only in such cases 
there has been no organizati 
tivity in one of the plants sugg 
for inclusion in the multi-plant 
The CIO has won nine of the 
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the AFL, and the Federation 

n two of these disputes with the 

CIO has tended to favor the 

SIN o7 more extensive units. 

nl he Report of the President’s Com- 

Board ‘on on Industrial Relations in 

ft unit at Britain and Sweden emphasized 

show: -he fact that collective bargaining in 

tt ur se countries was on an industry- 

i.e., multi-employer; and 

arrangement tended toward 

ard | ry rational employee-employer rela- 

allowing sons. A tendency toward this form of 

tiation in the United States is 

nt in all the NLRB cases dealing 

) the extensiveness of the bargaining 

ys init and in such organizations as the 

barg new San Francisco Employers Associ- 

n, which is to provide “collective 

vaining for the employers.” Spe- 

Unit lly, the Board has had five cases 

ving the claims of trade associ- 

nif tions to bargain for all its members in 

B «single unit. The best known of these 

» Pacific Coast Shipowners Associ- 

case,’ in which the National 

Board established a single bar- 

unit for all the longshoremen 

) the 97 members of the 

\ssociation. In two other cases® the 

i employer unit was allowed, and 

a unit was not 

(he decisions turned upon 

r not the individual employers 

rned over their labor relations 

s to the trade association when 

ned the organization. This of 

lepended on the specific setup 

rade association. The NLRB 

vn itself to be very sympathetic 

is large-scale negotiation. The 

being possibilities of such collective bar- 

hould be carefully considered 
labor and business. 


en hor by 
i i vid Dadi 


ed by 


such 


( ases? 


Association of Pacific Coast Case, 7 


hip Association Case, 8 NLRB 160; 
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Cases of Conflict, CIO and AFL 
Have the NLRB’s decisions in effect 
been favorable to the CIO over the 
AFL in its administration of Section 
9(b) of the act? Exhibit IV consists of 
a summary of the cases in which the 
two organizations have both appeared. 
EXHIBIT IV 
Cases Invotvinc Boru tue AFL anv THE CIO 
(December, 1935—December, 1938) 


Total cases 158 

AFL opposed CIO 77 
CIO won 32 
AFL won 22 
Election to determine unit 16 
Compromise 7 

No dispute 81 
Industrial unit agreed on 59 
Craft unit agreed on 15 


Qualified industrial unit agreed on 
We have already noted the significant 
fact that there was complete agree- 
ment in 51.3% of these Our 
present interest is in the remaining 
cases in which the National Labor 
Relations Board has been required to 
certify a unit upon which the two labor 
groups were not agreed. Of the 77 cases 
of disagreement, the Board ruled for 
the CIO in 32 and for the AFL in 22. 
In 16 cases the Globe principle was 
applied and an election ordered to 
determine the bargaining unit, and in 
7 the opposing claims were compro- 
mised. Counting the Globe decisions as 
pro-AFL, as one properly may, the 
result is 32 pro-CIO decisions and 38 
pro-AFL. However, before jumping at 
any conclusions concerning the results 
of the Board’s actions, it is well to look 
more closely into these decisions. 

Of the 22 pro-AFL cases other than 
the Globe decisions, 14 decisions al- 
unit in 
for the 


the CIO 


cases. 


lowed the existence of craft 
contradiction to CIO claims 


industrial unit. In 4 cases 


Admiar Rubber Company Case, 9 NLRB 35. 
9 Alaska Packers Association Case, 7 NLRB 22; 
Aluminum Line Case, 8 NLRB 161. 
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asked for certain exclusions from the 
unit (maintenance workers, warehouse- 
men, and certain workers alleged to 
be supervisory), and its requests were 
denied. In 4 cases the AFL won dis- 


putes involving claims for multi-de- 
partmental, plant, or employer units. 

Eight of the 32 pro-CIO cases found 
the Board denying AFL claims for 
separate craft units. In 4 of these in- 
stances, the dispute has been more 
apparent than real, and the Board’s 
decision rested on the observation that 
the AFL had made no attempt to 
organize those crafts and that there 
was no indication of desire on the part 
of the employees to be so organized. 
As noted, in the Serrick case the Board 
found that the company had favored 
the AFL craft union and that the Fed- 
eration union, the International Asso- 
ciation of Machinists, had in fact 
followed the industrial unit when it 
organized production and craft em- 
ployees in separate locals of its union. 
In contrast, two of the decisions won 
by the CIO were when the AFL’s As- 
sociation of Machinists demanded the 
inclusion in the industrial unit of craft 
tool and die workers, and of metal 
buffers and platers. The Board denied 
the AFL request when it was pointed 
out that the Federation had actually 
considered these crafts as separate units 
in its past negotiations. In two other 
cases the AFL demanded that the CIO 
craft unit be enlarged, and its re- 
quests were denied. In the Alaska 
Packers Association case the AFL ob- 
jected to the CIO’s seeking certifica- 
tion on the grounds that the workers 
were seasonal and not at present em- 
ployed. This attitude the Board repu- 
diated on the ground that the workers 
concerned were permanent employees 
of the Association, even though they 
were not actually working at the time 
of their organization. 
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Of the 32 decisions favorable to ; 
CIO, 8 have concerned the excly; 
of certain “marginal” workers. 
jected to by the CIO on the ground 
their connection with the employe; 
Thus the Board agreed to exclude {; 
the unit subforemen, group lead "i 
office workers, clerks, timekeeper: 
non-executive engineers, laboratory 
employees, superintendents, and wat 
men. In each of the cases individya: 
concerned were few in number and thy 
dispute of little consequence, with : 
Board following its usual practice 
excluding individuals suspected 
being in a close and special relatio 
to the employer if such action is r 
quested by one of the unions invol\ 

Five cases find the Board refusing 
the AFL request to have separate unit 
certified for separate plants of a sing 
employer, where those plants 
closely situated and of similar funct 
On the other hand, in the McKesson & 
Robbins case the Board refused 
Federation’s request for a nation-w 
unit of the company’s employees 
allowed for separate plant units 
asked by the CIO. Similarly, wher 
AFL asked for a single unit to emb: 
workers in three separately owned 
plants in Des Moines, the B 
fused, stating that there was “‘n 
tion whatsoever between the t! 
plants involved.’ In the prev 
mentioned case of the Pacific ‘ 
Shipowners Association, and in 
similar cases of the Mobile Steams 
Association! and the Admiar Rul 
Company,!? CIO demands for a 
unit covering all employees 
members of the Association were 
held by the Labor Board, in the 14 
of AFL demands for the indi 
employer units. 


Nshir 
i] 


1 Des Moines Steel Co., et al., 6 NLRB 80. _ 
11 Mobile Steamship Association, et al., 8 NLR: 


12 Admiar Rubber Co., et al., 9 NLRB 35. 
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den Inspection of these cases reveals that conflicts over the proper bargaining 
XCI nions are fighting for control in unit, the Board has decided for the AFL 
. ce, and consequently in more frequently than the CIO. This 
;the type of unit asked may ‘“‘quantitative’’ conclusion is enhanced 
if opposite of the claim put by consideration of the “qualitative”’ 
” -r cases. Thus, for example, aspects of certain of the CIO victories 
e Gnd the CIO sometimes favoring in which the issue has been very minor 
cee its as opposed to the industrial — or the AFL claims clearly tenuous. 
vn metimes favoring the plant unit Second, the Board’s decisions have 
” ver the larger employer unit. So do _ been strongly favorable to craft units 
m" ind the AFL urging in certain cases when the craft-industrial unit con- 
os n of well-defined crafts in troversy has arisen, the score being 
trial unit, and in some cases _ 36 to 10 for the crafts. 

. ¢ a large employer unit. The atti- Finally, the bargaining unit question 
ai unions are determined toa is not merely a matter of AFL-CIO dis- 
. by their anticipation of _ putes, or of the craft-industrial con- 
re ming election to determine the _ troversy, but includes also the question 
volved. B® bargaining agent and a consideration of the extensiveness of the unit. In this 
= ance of votes which the var- _ third type of cases, the Board has 
‘ ts will bring. shown a tendency to certify multi- 
plant and multi-employer bargaining 
; ssa units, a tendency which may well prove 
\nalysis of these decisions suggests to be most significant for industrial re- 


in conclusions. First in AFL-CIO lations in the future. 





NI 





The Small ‘Retailer: An Appraisal 32 


THE SMALL RETAILER: AN APPRAISAL 


BY PAUL T. CHERINGTON 





























HE small retailer seems deter- year, and the combined sales of thes, 
mined to follow the piper to his stores amounted to 10.9% of the tots 
own destruction. The piper, volume. In other words, it took cop. 
whether he be a law-maker from Texas, 000 stores to do about 11% of + 
| or some other sort of a rescue agent, re- business, while the remaining 660. 
peats the virtues of smallness as if they did 89%. 
were basic; and the small retailer likes There are, of course, plenty of res. 
| the tune he plays. The burden of the sons for exploiting and publicizing th; 
| piper’s tune is that there is a funda- defects of big business; and big busin: 
| mental conflict between the small re- has many economic shortcomings | 
| tailer and his large competitor, and answer for. But these figures bring , 
that somehow the small retailer can face to tace with some of the dr; 
stop the growth of large-scale retail backs of little business. If just unde 
| operations. All of which would be trans- 60% of the stores do only about 11 
parent nonsense if it were stripped of _ of the retail business, and if this 6c 
| emotion. represents a large share of the w! 
It might be worth while to examine _ sale and retail cost of distribution, 
| some of the facts about retailing as there something to be looked int 
related to its scale of operation, for — this matter of the cost of little busine 
| there are facts available now which This and the other side of this 
were not to be had a few years ago. picture give every sales manager cau 
| Some of these are brought out in the for wonder, the other side being t 
| recent Department of Commerce pam- __ over 20% of the volume is done b 
phlet on Small-Scale Retailing. But 0.5% of the stores selling over $300,00 
these data are from the material for volume a year. Obviously, if one ¢ 
the year 1933. Supplementing these _ get overa fifth of the business by s¢ 
are more recent facts from the Census less than 0.5% of the stores, it 
| of Business for 1935. These facts ought promise better than to waste so n 
to be in the hands and in the thinking _ time on the 59% which at best 
habits of everybody who wants to _ sell muchover 10% of the total. But' 
think straight about chain stores, su- problem is not always so simple as! 
| permarkets, jobbers, distribution costs, | There are reasons, either real or in 
price maintenance, or unfair trading; nary, for cultivating or attempting 
| for these and many other such prob- hold a large share of the “little 
lems will have their solution shaped by _ low’s”’ business. He may oc 
such ineluctable realities. strategic position, he may hold 
According to Volume VI, Retail Dis- hopes that he will grow larger. 50! 
tribution, of the Census of Business for | competitor may get him as a cust 
1935, there were in the country in So that quite aside from his small | 
1935 over 1,600,000 retail stores of all chases and the risks and trou! 
kinds, both chain and independent. involves, it may seem wise to ke: 
Well over half of these (59.5%) did on the books. Nevertheless, 1t 
less than $10,000 worth of business a worth while to look with a cold 
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nal eye at the place of the 
ww’ in the retail picture as 
























now stands. 
he retail outlets for consumer goods 
a department of American 
which has developed within 
almost without notice from econ- 
and sociologists, a set of high 
costs and economic dangers aris- 
: of operation on too small a scale. 
In this country most of the discus- 
perating scale in recent years 
mcerned with the dangers of 
ating business on too big a scale. 
se dangers, in the main, have been 
types: the social dangers arising 
onopoly, and the dangers of 
petence arising from inadequate 
inagement or inefficient operation. 
In production, the problem of the 
imum scale is present, but usually 
the form of a danger that the plant 
| get too big to be well managed. 
wholesale distribution, good man- 
vement is easier to find than a really 
mpetent line organization. But in 
distributing operations, the real 
nace is the danger of allowing the 
to be too small to pay the 
ng rate for managerial brains out 
normal markup. 

ere are two problems connected 
the small retailer which need con- 
ng, even though at first they 
seem so far out of line with cur- 
thought as to be economically and 

ly heretical. These are: 


i. It is doubtful whether the ‘“‘one- 
" type of shop is a distributing oper- 
+h society can afford to support 

iin or only retail source. 

2. It may be that independence, as now 
rstood when applied to the small re- 
r, is for him an extravagant and un- 

bl luxury. 


words, it is a question 
either society or the small 
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retailer can afford to try to do business 
on so small a scale. The prevailing 
opinion has been that it was big busi- 
ness which was looting the poor con- 
sumer. Now the idea seems to be 
penetrating slowly that in many ways 
the draft on the public imposed by big 
business is a mere bagatelle compared 
with the cost of trying to distrib- 
ute merchandise through concerns too 
small to be operated competently. The 
predatory trust now is sharing the lime- 
light with the parasitic incompetent. 

When railroads first began to be 
built, capital was shy and ideas were 
small. All the early railroads were short 
lines, and their operating organiza- 
tions and finances were correspondingly 
small. One man could, and sometimes 
did, own a whole line, and he controlled 
labor, rates, and services to suit him- 
self. To make a long story short, it 
has been found that a railroad built 
and operated on that scale is too small. 
The independence of such a miniature 
magnate was too costly a luxury to be 
supported by the small territory served. 
We have still to find just the combina- 
tion of large- and small-scale elements 
which is best in railroad operation. 
We do not yet know whether we want 
three or five or seven trunk lines; but 
we do know that we don’t want a hun- 
dred, and we know that we don’t want 
to transfer freight or change cars ten 
times between New York and Chicago. 
Similarly in the case of telephones, 
oil refineries, steel rolling mills, and 
other enterprises the continuous search 
for the optimum scale has led into 
larger operating units. 

These familiar parallels should be 
kept in mind in connection with our 
thoughts about merchandise distribu- 
tion. Chain stores and department 
stores have some economic sins to 
answer for, but perhaps we can get a 
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better idea of their real place in the _ society an increased return for thei. 
scheme of things if we think of them as labor. This, of course, not only ; 
an experiment in a new operating scale, _—_ desirable from a social point of view: ;; 
rather than as the enemy of a perfect __ is one reason for the great expansion 
form of distributing mechanism which our markets for consumer goods. 
had attained a demonstrable perfection The retailer storekeeper who, 

in service and economy in cost. sense, sells his brains in competitio, 

One important phase of this matter with these skilled crafts, cannot 
of operating scale for retailers is the —_unionizing raise his compensation fron 
question whether society could afford society because that compensation d 
to keep on with the old independent not come in the form of a wage, bu 
form of store as its sole—or even its the form of a net profit on merchandis 
main—dependence in merchandise dis- | sold—markup times turnover, mi 
tribution, even if that were likely to cost of doing business. And these 
happen. sumers, with enlarged incomes, d 

But the cost to society of an inefh- feel disposed to give up their expand 
cient scale is only one part of the story. wages in needlessly large merc! 
What about its cost to the retailer profits. 
himself? If these small-scale retailers It is difficult for any retail bus 
were getting rich out oftheprocess,then to count consistently on more t 
they would be small-scale parasites about 2% net profit. This means t 
just like any other predatory villains; unless a retail business can make n 
but if they are taxing society unduly — than $20,000 worth of sales in a 
and are not getting even a decent living its proprietor cannot count ona w 
out of it, then they are not robbers to _ profit of much over $7.70. This 
be caught and locked up; they are plain less than the market price for 
incompetents, and from a purely eco- __ brains of the necessary type. This | 
nomic viewpoint the cruel but effective statement is not an argument on eit 
remedy may be to putthem outoftheir side of a controversial question. |1 
economic misery as speedily and effec- __ plain arithmetic. 
tually as possible. As one small store- Of course, many independent 
keeper recently put it: “I must either — chants are willing to “keep store” 
get more business, or get a higher price, $7.70 a week net profit, rathe: 
or I must goto work.” Butthe problem “go to work.” But the cost to then 
is not purely an economic one, and itis and to society, of their continuing t 
most often obscured by its social operate below the optimum scale | 
aspects. A little store may represent competent retailing is one phas« 
subsistence to a widow. If so, must it economics of merchandise distrib 
be judged on economic grounds alone? which has been neglected. 

The fundamental difficulty with The monopoly dangers in any lar 
small-scale retailing is the fact that the _ scale of retail enterprise so far d 
price of human brains of the type — oped are negligible compared with ' 
necessary for conducting a retailestab- huge, continuous, and futile cost 
lishment has risen substantially during retail operation on a wastefully 
the past few years. Practically all the | incompetently small scale. We 
skilled trades and crafts, by collective to be really worried about the hig! 
bargaining, have been able to get from of independence, so long as that 
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marized the situation for several types 


rf 
onl} tices or wasteful operating of trade. The two columns at the left 
view represent the very “‘little fellow,” the 
ANSI that the small independent one at the right the medium and large 
vd destined to follow the retailer, and the center column what 
the county telephone, — probably is the marginal group, or the 
petition nd t n-mile railroad. If he is, lowest group which can expect to make 
nnot | ‘he public will get its compensation a satisfactory profit. 
ion { ss of his independence by It will be noted that in the lowest 
mn Q er served; and the merchant _ group are to be found from 27.7% to 
b be obliged to get his by 67.31% of the total stores in these 
al intage of the bettered status more common trades, but that their 
» minu hired man.” share of the total volume varies from 
eo EXHIBIT I 
INDEPENDENT, CHAIN, AND Mait-Orper Companies CoMBINED 
Percentage of Total Yearly Sales in the United States 
ee Yearly Sales Yearly Sales Yearly Sales 
y ; under $70,000 $70,000-$20,000 over $20,000 
No. of No. of No. of 
Store Volume Stores Volume Store Volume 
i 
c4. 3 oe 17.8 13.9 28 75.0 
67.31 18.1 13.62 16.2 19.07 65.7 
39.1 7-4 22.3 12.7 38.6 79.9 
¢ 41.8 1.6 17.1 2:4 41.1 96.1 
MW 67 .02 20.5 20.63 25.5 12.35 44.7 
o6..5 5.8 390.9 20.2 33.0 Ft .a 
27.7 6.8 33.3 19.4 39 73.8 
n $2.21 15.8 25.60 22.5 32.19 61.7 
usehold 48.2 6.6 18.6 9.2 33.2 $4.2 
49.7 13.3 25.3 20.6 25.0 66.1 
f course, has direct bearing 1.6% for general stores to 26.5% for 
ture of consumer cooperative filling stations. ‘The independent filling 


s in this country. If cooper- 

r tha this type are to succeed any 
ther tter now than similar experiments 
his country during the past 
when thousands of con- 
peratives started and failed), 
to be as a result of facing 
the implications of optimum 
operation, management, and 


these thoughts in mind, it may 
while to examine some of the 
1 this census volume for differ- 
f trade. 
I, for example, is a table 
rom these figures which sum- 





stations if taken alone show 57% of the 
outlets and 5% of the sales of all inde- 
pendent stations in this group below 
$10,000 volume per year. 

In conclusion, there are a few general 
points which may be deduced from the 
aggregated figures, and many of these 
general conclusions apply with equal 
force to almost any trade. The general 
aggregated figures are given in Ex- 
hibit IT. 

In other words, it took, as has been 
shown, nearly 60% of the retail stores 
of the country to do less than 11% 
of the total retail business; and the 
volume done by all stores doing less 
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than $20,000 worth of business a year doing 23.2% of the business. And 
© of the total volume, and the the other extreme, the chains and ma 


| 
was 23% of 
| 
| 


Q 


nber of stores 76.7% of the total orders which did over $20,000 worth 


numovd¢ 
number. business a year represented 71.8 
It may serve in order to get this of the stores and 94.8% of the chai, 
ituation graphically in mind to ob- store business, while among the j; 
erve that the total retail volume falls pendents this larger type represent, 
roughly into three groups of stores—a 18.3% of the stores and did 61.0 
| }° 1 2 7 . = 
| little less than one-third done by stores _ of the volume. 
doing less than $30,000 a year, a little This summary of a few facts from t} 
ver one-third by stores doing between census is not meant to be an argument 
$30,000 a year and $100,000, and over _ or even the statement of a problen 
yne-third by those doing over $100,000. These are not problems; they are fact 
EXHIBIT II 
NuMBER OF STORES AND SALES: ALL REGULAR RetaiL, Mait-OrpeEr, AND CHAIN 
% of U.S. 
Total All Stores Cumulatie 
Store Sales* Stores Sales Store 
Less than $5,000 sales 686 , 347 $ 1,479,225 41.2 4-4 41.2 
$ 5,000-$ 9,999 305,711 2,171,441 18.3 6.5 $9.5 
$ 10,000-$ 19,999 292,713 4,094,661 7.3 12.1 76.7 
$ 20,000-$ 29,999 130,716 3,150,829 8.7 9.5 Gra 
$ 30,000-$ 49,999 120,882 4,625,272 7.4 4.4 92.8 4 
$ 50,000-$ 99,999 72,868 5,009,656 4.4 15.0 97.2 
$100 ,000-$299 ,999 37,267 5,838,332 3 7.5 99 7 : 
$300,000 and over 8,444 6,879,637 0.5 20.8 
Total 1,654,948 33,249,053 100.0 100.0 
Below $10,00 992,058 3,650,666 59.5 10.9 
| $10,000-$19,999 292,713 4,094,661 s3.2 12.1 
| Under $20,00 1,284,771 7.965.927 96.7 24:¢ 
$20,000 and over 370,177 25,503,726 23.3 77 
| 
No matter how these groupings are If there is a problem, it is whet 
broken up, it is manifest that a few this great proliferation of small s 
stores do a dominant part of the total which may have been fully justif 
retail business, and that the great days of poor transportation, has n 
flock of “little fellows’? do only a small —_a large measure been rendered ob 
share of the total. And the difference is If this is true, then the solution fro! 
striking, as it might be assumed to be, purely marketing point of view w 
between these proportions for chain be to shut them up. But this marke 
and mail-order houses on the one _ problem is all mixed up with 
hand and independent retailers on the factors. As a matter of expedie! 
ther. therefore, the solution seems 
If we take the first two size groups be found in developing cheaper w 
up to $10,000—in the chain and mail- _— operating and servicing these 
order business, we have 11.3% of the stores, rather than in treating then 
stores doing 1° of the volume; and as if they were doing as efficient 
for the independents, 64% of the stores as their larger and abler competit 
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nt. the 


ite figures on business mortality in 
e industry were in existence. Dun & 


the 


\IPTY factory buildings and 

ousands of idle shoe workers 
have recently drawn public at- 
n to the emigration of shoe firms 
\lassachusetts. Many were leav- 

old-established centers and 
ting in non-union territory, from 
nce they demoralized the market 


oes and the wage structure of the 


r 


lotr 
LUSLIY.- 


While compiling data on this move- 


writer was struck with the 
that migrating firms were only a 


proportion of those going out of 
tence locally. Furthermore, no ade- 


istreet listed technical failures, but 
examination demonstrated 


isual 


hat the failures were but a fraction of 


total ““deaths,”’ and further search 
ied, not only no study of business 
ity in boot and shoe manufac- 
g, but only a handful of studies on 
ity in other industries. 
present article is based upon a 
ed study of important shoe manu- 


e compilation of the data was prepared by a group 


working under the writer’s direction, and 

: Frances B. Smith (Barnard) and Frances 
bs, Letitia di Virgilio, and Florence L. Schwall 
ns). For each firm that has operated since 
rary card was prepared showing the year of 

nd last appearance, the type of shoes manufac- 
the place or places in which production was 


rried on, and the number of pairs’ capacity at the 


ng and end of the period. 
1s manufacturing boots and shoes were 
trade directories, especially that of 
l'rades Publishing Company of Boston. 
f the directories published annually by the 
Publishing Company was courteously 
ir disposal. This file covered the years 
> with a few gaps, which were filled by 
: the files of the Shoe and Leather Reporter 


ts f rr 


uat. ‘he publishers of these directories do not 


“) coverage, but do maintain that they list 


ae... ee. . ie 
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facturing areas.' It is complete for these 
areas (the states of Maine, Pennsyl- 
vania, Wisconsin, and Missouri, all the 
Southern states, and the cities of Lynn, 
Haverhill, Brockton, and Rochester), 
which were carefully selected to pro- 
vide a representative sample of the 
industry. The number of firms in 
the sample areas ran between 35% 
and 50% of the total for the industry, 
the proportion varying in the different 
years. No attempt has been made to 
classify firms quitting business accord- 
ing to whether they failed or not. A 
comparison, based on the years 1927 
1935, indicates that the ratio of total 
firms going out of business to firms 
declared insolvent has varied between 
2.8:1 and 7.7:1.* The distinction is not 
of importance for the purpose of this 
study, since a company’s passing out 
of existence, whether by failure or 
otherwise, may create the same prob- 
lem of the stranding of shoe workers. 
It is this social problem which con- 
stitutes a major indictment of the high 
mortality rates now prevailing. ® 








95% of the firms in business in any one year. Since 
only leather boots and shoes were included in our 
study, the conclusions do not apply to the rubber shoe 
industry. 

2 According to the records of Dun @ Bradstreet, the 
number of shoe manufacturing firms declared insol- 
vent has run from 31 to 72 per year between 1927 and 
1935. The Shoe and Leather Mercantile Agency, Inc., 
reports a somewhat larger number, from 54 to 103 
per annum, but this agency’s returns include Canada. 
(See Hide and Leather Classified Directory: The Blue 
Book of the Shoe and Leather Industries, 1936-1937 
edition, p. 703.) 

During the same period the number of firms winding 
up has been from 143 to 240 in any one year according 
to our estimate, so that the ratio of firms winding up 
to firms declared insolvent has been as given above. 
3The same considerations which determined us not 
to distinguish between different kinds of mortalities 
have led us to make no distinction between ‘“‘death”’ 
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5s 7 
BP Da 
rhe purpose of this article is to dis- 1918 and 1928, the following percent. 
cuss the findings and their significance; ages had disappeared by the end 
to indicate some of the general causes 1928: grocery stores 83.7%; shoe sto, 
for the high mortality disclosed; and 72.6%; [shoe factories (our total sam. 
finally to make certain suggestions in ple) 63%;] hardware stores 60,<' 
respect to possible measures of control. drug stores 57.9%. Comparison wit 
The 7 other studies of retail trade mortali; 
he General Findings 
salads re indicates that the rate of a aran 
A very high mortality rate among’ in Buffalo may be regarded as fairl 
shoe manufacturing companies is indi- __ typical.® Evidently the Saasarnaniaend 
cated by the data compiled. Taken by ity in shoe manufacturing is compat 
themselves, the figures are striking. In ble to that in retail trade and hig! 
the decade 1926-1935 more than one _ than in some branches of retailing. 
shoe firm out of six ceased business in Very few studies have been mad 
each year. The average life of all firms mortality of manufacturing firms 
that did business in the period 1905 calculations of Professor Epstein fort 
through 1935 was only about six years. | automobile industry may, however, 
Approximately half of the shoe firms mentioned here. This comparison is t 
that started business in any year had morestriking because the Epstein st 
gone out of business by the end of the _ starts from the beginning and thus i: 
third year thereafter. cludes the experimental period duri: 
Comparisons with other fields were — which the automobile industry was | 
dificult to make, in view of the paucity _ ing established. All automobile mar 
of data referred to earlier. Comparison facturing firms from the time of t! 
with a similar study for retail trade in formation up to 1924 had an 
suffalo for the years 1918-1929 yields __ life of 8 years according to Pi 
the following results: The proportion Epstein.6 Of the shoe manufacturing 
of new stores that had disappeared by firms that have started in business sin 
the end of the third year was: grocery 1905, the average life has been $.2 
stores 77.6%; shoe stores 63.9%; hard- years. Even on the generous assun 
ware stores 54.3%; [shoe factories (our tion that the shoe firms which w 
sample for the whole country) 48%;] | doing business in 1905 had had an 
drug stores 43.9%. Of the new firms age life of 10 years up to th 
entering the field in 3uffalo between the average total life of all firms 
nd “replacemen it,” as is done by R. S. Vaile; see that for the years _Tg00 through 1923 (except 19! 
‘Grocery Retailing, with Special Reference to the an average of 26% of the grocery stores in | 
| “t ‘et ition,” University of Minnesota closed in any one year. (See University of N 
Studie Kc and Business, No. 1, 1932, p. 13, Studies in Business, No. 14, “Some Asj 
e2 Store Failures,” January, 1926, pp. 8-9. 
Of course, there are instances of a successor firm references in Paul D. Converse, Elements of Marke 
arising immediately in the same locality, and continu- ing. Revised edition. New York: Prentice-Ha 
g to employ the identical personnel under the same 1935, p. 721 and passim. Grocery retailing is dis¢ 
c tions as a defunct firm, without substantial by Vaile, op. cit. 
break. Conclusions respecting the social and eco- * Ralph C. Epstein, “The Rise and Fall! of Firms 
c implications of the present mortality statistics the Automobile Industry,” v HARVARD ! N 
ire subject to modification to the extent that the REVIEW 2, January, 1927, p. 172. In Epst 
number of such instances may be significant. The Automobile Industry; Its Economic and Lomme 
‘EE. F. McGarry, “Mortality in Retail Trade,” cial Development (New York: McGraw-Hi 
University of Buffalo Studies in Business Research, Company, Inc., 1928), the average length of 
No. 4, pp. 49, 39, 29, 18. all 181 companies that did business in the peri 
* Studies made by the University of Nebraska show 1926 is given as 9.4 years (p. 164). 
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ss in the period 1905 through 


Percent. 
e end -ording to our figures, only 
10€ stor These figures are not strictly 
tal sa with Professor Epstein’s 
60,07 r the automobile industry, be- 
on wit! is study the existence of a firm 
nortalin vas considered to be continuous if it 
€aranc, - a successor continued to produce 
as fairl ssentially the same line of vehicles, 
: mortal. vhereas in the shoe study the entrance 
»Mpara- ‘a successor firm would constitute a 
1 higher break 
ng. Not only has mortality been very 


| hich in boot and shoe manufacturing, 
ms; tl but it has shown a tendency to increase 
for t! .s between the prewar and the postwar 
eriods. In every year since 1923 the 


‘ver 
n is t] mortality has exceeded 10% in each 
n study year; in the nine years 1926 through 
hus in- 1934 the mortality was steadily above 
during 16% a year. Yet from 1905 through 
vas be 1920 there were only four years (1905, 
manu 1909, 1912, 1915) when the mortality 
f thei: exceeded 10° of the number of firms. 
' e mortality for the whole period 1905 
fessor rough 1935 (31 years) averaged 
turing 12.4%, or about one firm in eight 
si lropped out each year. In the first half 
n ¢.2 f this period (1905-1920) the rate was 
sum nly 9.7%, while in the second half 
wel 1921-1935) it was 15.4%. For the 


ten years 1926-1935 the mortality aver- 
ved 16.8%, or more than one in six 
h year. 
On the other hand, analysis of the 
tality by generations, taking the 
irms in existence on a given date and 
acing their history over a period of 
bale 26 years, shows that the chances of sur- 
vival have actually increased in the 
ent generation compared with the 


ms previous one. Of the firms in business 
in the United States in 1885, 91% were 
= t of business in 1911; of the firms 


nd Leather Reporter Annual. 
ber of boot and shoe manufacturing firms 
2,082 in 1889 to 1,343 in 1909, and only 
24 in 1935 (U. S. Census of Manufactures). 
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that were in business in 1911, only 
85% were out of business in 1937. (By 
1937, only 1.8% of the firms operating 
in 1885 were still inexistence.) This con- 
clusion, however, is not inconsistent 
with that reached in the preceding para- 
graph, since the number of firms inthe 
industry declined very rapidly between 
1885’ and 1911, and somewhat less rap- 
idly after 1911.* In the recent period, a 
larger entrance rate has evidently been 
accompanied by a continuously high 
mortality, so that the mortality rate in 
any one year is higher than ever. 

As between the small towns and the 
larger, it is significant that the mortality 
is higher in the former. Our study cov- 
ered completely four states which con- 
tain a considerable number of shoe firms 
in different localities, and in each of 
which one city stands out as larger and 
more important than the others, both 
in size and in the number of shoe plants. 
The states, with the corresponding shoe 
metropolis in each, were Maine (Au- 
burn-Lewiston), Pennsylvania (Phila- 
delphia), Wisconsin (Milwaukee), and 
Missouri (St. Louis). The shoe firms in 
the smaller towns had a mortality of 
90% from 1885 to 1911 and of 83% 
from IQII to 1937, while the four larger 
cities showed a mortality of only 87% 
and 79% respectively in the two peri- 
ods. This finding tends to confirm the 
view, already held by students of the 
industry, that the better managed firms 
prefer the superior facilities of the me- 
dium and larger cities while the firms 
(other than branches of large firms) that 
gravitate to the smaller towns in search 
of lower labor costs tend to be less ca- 
pable; they usually go out of business 
anyway.® The proportion of towns with 
populations under 2,500 to the total 


9 Cf. Daniel B. Creamer, Js Industry Decentralizing?, 
Bulletin No. 3 of the Study of Population Redis- 
tribution. Philadelphia: University of Pennsylvania 
Press, 1935, passim. 
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number of shoe towns decreased be- _ semiskilled labor and the factory whi! 


tween 1905 and 1936 (see Exhibit I). 

Between the time of entrance into 
business and withdrawal from it, the 
size of operations of the firms tends to 
decrease. Thus nearly two-thirds of the 
firms which went out of business had 
a smaller pair-capacity at the time of 
stopping than at the time of starting. Of 
1,296 firms for which data are available 
in the areas studied, 819 failed to grow. 
Over a third of the firms were doing 
business, or attempting to do business, 
on a larger scale when they stopped 
than when they started. It has been 
a common observation in towns such 
as Lynn and Haverhill, Massachusetts, 
that the larger firms are about as likely 
to go out of business as the smaller ones, 
and these figures tend to confirm this 
observation. The very largest firms, 
however, are successful and stable. 

Neither the mortality nor the insol- 
vency of the shoe firms seems to be 
greatly affected by the business cycle. 
‘There was no important increase in the 
mortality rate after 1929. The prewar 
year showing the greatest mortality, 
1912, was not a year of general depres- 
sion; while in the postwar period it is 
rather remarkable that there were more 
bankruptcies, absolutely and propor- 
tionately to the total number of firms, 
in 1928 than in 1933. 


x 


Location of Shoe Factories 


Stranding of Workers and Shifts 1n the 


Such mortality among boot and shoe 
manufacturers as is revealed by our 
study is, in itself, important in its social 
and economic implications. The strand- 
ing of workers and the resultant prob- 
lems of unemployment and relief are 
serious; and in this particular industry, 
the difficulties are made worse by the 
circumstances that the industry re- 
quires a high proportion of skilled or 
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fails is likely to be the only one or thy 
last one in the particular locality. I 
order to show how numerous have bee; 
the localities in which shoe workers have 


thus become stranded in the peri 
since 1905, a special analysis was mad 
of the towns which gained and lost + 
shoe industry from 1905 to 1936." 
In 1905 shoes were manufactured j; 
373 different localities in the United 
States. Of these only 159, or 43%, kept 
the industry continuously up to 19% 
Some of the 57% reacquired the indy 
try; but 31% of the total had lost th 
industry and had not reacquired it, and 
the former shoe workers in such town 


failing some later trick of fortune. 
This stranding was not due to 
tendency of the industry to concentra! 
in a smaller number of towns; indeed 
the number of shoe towns was ab 
the same in 1936 as in 1905. There w 
351 shoe towns at the later date, « 
pared with 373 at the former. | 
explanation should be found in the pe: 
ennial tendency of the industry to r 
cate, either by migration or othery 
Each year on an average more t 
13 localities become shoe manutfa 
ing towns. This means more than on 
month. Even in 1933, at the botton 
the depression, five new localities can 
into the field as shoe towns. In the year 
of active turnover, new localitie 
quire the shoe industry at the rate 
more than two a month; there were 2! 
such places in 1924 and 28 in 1907 
To some slight extent the collapse 
the shoe industry in certain towns | 
been incident to the westward mo\ 
ment of the industry. The numbe! 
shoe towns in New England showec 
10 Data from shoe trade directories unless 


noted. The directory chiefly used was that 
Shoe Trades Publishing Company. 
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ease of 20 during the period 
ugh 1936, and the Middle 
\sJantic states (including also Virginia 
: West Virginia) showed a net drop 
- the number of midwestern?! 
ns increased by 32. 
But the chief reason has been the 
the industry within geo- 
regions. The number of com- 
vnities which became shoe towns 
tween 1905 and 1936 was: in New 
ind, go; in the Middle Atlantic 
ros; in the Middle West, 176; 
rest of the country, 43; total, 414. 
, not know how many of these 
unities offered inducements, but 
proportion is probably large. 


EXHIBIT I 
Size or SHOE Towns, 1905 AND 1936 
Localities in Which 
Shoes Were 


Manufactured 
1905 1936 
tion of Locality Number % Number & 

999 38 10.2 25 7.3 
2,499 74 19.9 54 «15-4 
999 [4a -38.8 -39f (49.3 
24,999 62 16.6 61 17.4 
$9,999 24 6.4 29 8.3 
19,999 24 6.4 14 3.9 
$99,999 24 6.4 25 7 
nd over 6 1.6 12 3.4 
373 99-9 351 = 99.8 
Shoe industry directories, especially the 

n Shoemaking Directory. 
What size community may become a 


‘town? Any size at all, though it 
ems to be especially difficult for small 
yvns to retain the industry. Of 414 
vns acquiring shoe factories for the 
t time in the period 1905-1936, 296 
' 71° had a population of less than 
900; but the proportion of such small 
yns to the total number of shoe towns 
reased in the same period from 62% 


SY 


Indiana, Iowa, Kentucky, Kansas, Michi- 
url, Nebraska, Ohio, Wisconsin, Minnesota. 


. 
Du A) 


There have been two periods in this 
generation when the number of new lo- 
calities acquiring the shoe industry was 
not above ten in any year. These peri- 
ods have been the years 1916 through 
1919, and the years since 1928. The 
reason in the later period was obviously 
the great crisis and the unfavorable out- 
look for business in general. Contrary 
to common impression, the number of 
new localities acquiring shoe plants was 
smaller in 1934 than in the average of 
31 years; migration, though active, was 
mostly to towns which already had the 
industry. 


Causes of High Mortality 


Why have such an unusually large 
number of shoe manufacturing estab- 
lishments wound up their affairs each 
year? 

It should be noted in the first place 
that the boot and shoe manufacturing 
industry includes several kinds of 
plants. In the production of standard- 
ized men’s shoes, mass_ production 
methods have made great strides. The 
International Shoe Company alone 
could provide half the country’s entire 
population, including men, women, and 
children, with one pair of shoes a year. 
This company and its three leading 
competitors (Endicott-Johnson, Brown 
Shoe Company, J. F. McElwain Com- 
pany), dominate the field of low-priced, 
standardized shoes. Each of these four 
concerns has a capacity of 40,000 pairs 
or more a day. The bulk of their output 
is in the field of men’s shoes. 

On the other hand, the production of 
women’s shoes has not developed as 
a mass-production industry. Styles 
change too rapidly. In Lynn, a typical 
city for the production of women’s 
shoes, few factories producing in excess 
of 1,000 pairs a day have survived. 
There is a premium on rapid changes, 
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which means that large-scale produc- 
tion cannot develop. Thus the scale of 
production has remained small in a 
whole 3ut the 
amount of capital required to start in 
the shoe industry is even smaller than 
the very minimum scale of 
operations would indicate. A recent 
bulletin of the U. S. Women’s Bureau 
describes the experience of a manufac- 
turer who started with practically no 
capital at all. Operating at first as a 
contract shop which did cutting and 
packing only, the firm managed to lay 
by enough out of profits within a year 
and a half so that it rented lasting and 
making machines. Still later, other 
machines were added until the com- 
pany had $4,000 on deposit with the 
United Shoe Machinery Corporation.!* 
Knterprises unsuccessful in one shoe 
center are frequently persuaded to try 
again, usually under a different name, 
in some other town. The practice of 
offering inducements to migration, now 
all but universal, exaggerates the 
movement into and out of the industry. 
When the influence of the depression is 
there appears to be no 


sector of the industry. 


modest 


discounted, 
tendency for towns which lack the shoe 
industry to bid less actively or less 
successfully for shoe factories as the 
years go by. Indeed, the existence of 
idle factories and idle workers con- 
stitutes a direct impetus to the offering 
of special inducements, a_ practice 
which is usually uneconomic and, in a 
broad sense, antisocial. 

If rapid style changes were due to 
capricious changes in consumer taste, 
'2 Agnes L. Peterson, “‘A Survey of the Shoe Industry 


n New Hampshire,” Bulletin #121, U. S. Women’s 


Bureau, Washington, 1935, Dp. 72. 


Lewis Corey, The Decline of American Capitalism. 
New York: Covici, Friede, 1934, p. 167. 
't NRA Division of Review, Report of Survey Com- 
mitteeon . . . Bootand Shoe Manufacturing Industry, 


July 16, 1935, pp. 19-22; Simon Kuznets, Seasonal 


[a A > £ 
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uninfluenced by advertising or 
pressure, we might dismiss them a 
necessary feature of the competi: 
system. Millions of dollars, however 
are spent to increase the style featur 
shoes. The National Retail Shoe Dex). 
ers Association in 1927 appropria 
$4,000,000 for an advertising 

paign to sell more shoes on the basi: 
style and color appeal.!* A 
crease in the seasonality of shoe p; 
duction and in the mortality of sh; 
firms followed immediately afterwards 
Shoe dealers are now engaged in 
deliberate effort to make men sti 
conscious; to introduce additional s 
sons and subseasons into the 


1 


so that shoes will go out of style n 
rapidly; and in general to “chang: 
something on every pattern, just t 
different.”’!® Manufacturers resent 
“dictation,” as they call it, but 
makers of women’s shoes are hel; 
because it is so easy for the buyer tog 
elsewhere. 

What makes it possible for firm 
start with practically no capital is t 
fact that most of the machin 
rented and need not be actually 
chased. The policy of renting « 
machines came in with the McKa 
sewer in the Civil War period, and 
later adopted by Charles G 
developer of the welt process; 11 
become firmly established in the 11 
try. Colonel McKay, in intro 
this policy, appears to have been g 
erned by three main considerations 
the manufacturers were stocked 
rapidly with the McKay machi 
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Variations in Industry and Trade, Nationa 

Economic Research Bulletin No. 22. New 
Bureau, 1933, p. 306, 309-314, 319. 

15 American Shoemaking, September 23, 193 
M. Hoover, Jr., Location Theory and the 
Leather Industry. Cambridge: Harvard | 
Press, 1937, pp. 192-193; Hide and Leather, | 
7, 1935, Pp. 31-32. 
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ue 
Or 5 ‘+ could be perfected, the way 
em . blocked to selling them the 
Ipet ‘improved product; if new entre- 
Owe yrs, starting in the business of 
‘ature manufacturing, had to buy the 
e Di hin utright the number of man- 
priat would be limited; finally, a 
B Ca dy small revenue would be more 
basi ‘cial to the machine manufac- 
“Cat than sudden large amounts from 
oe liate sales.'® The same consider- 
Ol s. have continued to influence the 
wards, Shoe Machinery Corporation 








ired the McKay patents, the 
dyear patents, and all the other 
rtant patents in lasting, bottom- 


d in nse Soe diaenmialiaie “te alias ies 
. vhich on its organization 1n 1899 ac- 


} 


ag. and finishing. 
fea t must be emphasized that cut- 
, competition in the shoe industry 
- directly traceable to the exist- 
of the leasing system. The number 
ple who can scrape together a few 
and dollars and are willing to risk 
isiness is evidently very great. 
ization of nearly all the shoe 
y patents in the hands of one 
tion, which has a uniform lease 
and makes no special conces- 
ns to the big producers, tends to 
jalize machine costs all over the 
ry. It is true that competitive 
nditions are not the same for all in 
ractice; the smaller firms find it difh- 
to meet the minimum royalty 
narges and the rent charge in case they 
perate fully, as they frequently 
In view of the experience of other 
lustries, however, it is rather striking 
ind the United Shoe Machinery 
Corporation, in effect, favoring the ex- 
tence of many small firms. Cut-throat 
petition and migration in the in- 


Ek. Hazard, The Organization of the Boot 
Industry in Massachusetts before 1875. 
Harvard University Press, 1921, p. 121. 
rs of Fortune, Understanding the Big 
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dustry could certainly be hindered by a 
change in this company’s policy. Its 
evident self-restraint should be inter- 
preted in the light of its history. The 
“tying clauses”? by means of which it 
had engaged in full-line forcing for 
many years have been declared illegal. 
The corporation naturally seeks to 
avoid further unfavorable publicity, 
especially since the patent law under 
which it flourishes has been coming 
increasingly under attack. 

The statement recently made” that 
the United Shoe Machinery Corpora- 
tion controls 95% of the shoe machin- 
ery industry has been challenged; trade 
journals believe that 70% would be 
closer to the fact.!§ Other manufac- 
turers are mentioned who share close to 
30% of the business. Spokesmen for 
the company maintain that it has 
plenty of competition. The fact seems 
to be that competition has always been 
active in machines for the fitting and 
stitching room, and that competition is 
active today in machines connected 
with the new cementing process, but 
that the best machines for certain other 
key processes are completely controlled 
by the United Shoe Machinery Cor- 
poration. Under these conditions it will 
not be seriously denied that the cor- 
poration dominates the field in the 
manufacture and leasing of shoe ma- 
chinery in this country. 


Social Control and Business Mortality 


The problem of overdevelopment of 
productive capacity has arisen in most 
American industries since the World 
War. The problem in any industry 
might be approached by regulating en- 
trance into the industry, and many in- 


Corporations (1934), p. 109 et seg. (Reprinted articles 
from Fortune.) 

18 Editorial, ‘‘Misleading Literature,” in American 
Shoemaking, December 27, 1933, p. 6. 











dustries are in effect controlled, locally 
or nationally, by combinations which 
in one way or another do limit the num- 
ber of entrants. Such was, and pre- 
sumably is, the situation in the artificial 
ice industry. According to Mr. Robert 
K. Straus, who served for a time as 
Deputy Administrator of the Ice Code, 
competition among ice producers is 
‘noticeably absent”’ in the majority of 
cities outside a dozen metropolitan 
areas. lhe existing producers agree on 
a schedule of prices to be maintained, 
divide the market, and buy out any 
newcomer who threatens to disturb the 
Status quo." 

\gainst these monopolistic practices 
the chief objectors are the manufac- 
turers of ice machinery. In NRA days 
the Code Authority for the artificial 
ice industry received many complaints 
against the provision of the ice code 
which restricted the introduction of 
new capacity, and these complaints 
could usually be traced, directly or in- 
directly, to the influence of the machin- 
ery manufacturers.” 

The problems confronting the Code 
Authority in the ice industry, which 
had to decide whether to grant ap- 
plications for the installation of new 
manufacturing capacity, were in some 
19 Robert K. Straus, “Capacity Control and the Ice 
Code,” XIV HARVARD BUSINESS REVIEW I, Autumn, 
1935, Pp. 94. 
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respects analogous to the problems j, 
the shoe industry today. Any public ay. 
thority which attempted to limi 
trance to the shoe industry (an 
reduce excess capacity and busi 
mortality) would have to devel )p stand 
ards of adequate performance for | 
industry as a whole.*! But the posit 
of the manufacturers of shoe machi; 

supposing that industry to remai: 
private hands—would be different {; 
that of the ice machinery manuf 
turers. ‘lhe shoe machinery compa 


+ 


oe 


have less interest in installing idle 
pacity because they continue to 
the machines. 


Social control over the shoe ind 
might appropriately be exercis 
the point where the shoe machin: 
leased. Perhaps in the debates now 
ing on about our patent laws and 
social effects the question may b 
whether a private, profit-making « 
ration is the best body to exercis 
highly important control. At the 
time, the advisability of perm 
advertising campaigns which, 
aimed to increase total producti 
fact increase seasonality and « 
average yearly earnings in manul: 
ing, might also be brought in q 
2 Tbid., p. gO n. 
21Qn the very interesting effort to esta! 
standards for the ice industry, see 101d., | 
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oblems jn 
public ay. 
limit e: 
(and thy; 
busit NDER our market organiza- 
tion with its imperfect com- 
petition, uniform “‘normal”’ or 
prices are often estab- 
| in common use so that they tend 


level out price differences between 
ind to shift competition to other 


aii 


_ Some form of price flexibility is 


) 
il 


however, in the sale of almost all 


| ) 
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ts. For some products and with 


lop stand 
= for t 
os posit! r 
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remain i 
rent froy 
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opportunistic “sales” by the 
ar sellers. For other products, it 
ikes the form of price-cutting retailers 
‘ganized to sell to the general public 
the basis of reduced services and 
ver regular prices. In the cases with 
ich this article is concerned, flexi- 
ity takes still a third form: that of 
ial prices or discounts not widely 
icized and received only by those 
red individuals who know their 
iy about the market or have special 
nnections. 
Consumer purchases of the kind un- 
discussion are usually referred to as 
“wholesale.” Some are of this na- 
ture, but there are many others in 
h certain individuals buy items, 
personal or household consumption, 
prices which are less than those sup- 
‘dly charged the ordinary indi- 
ual buyer. During the past year and 
the writer has carried on a study 
‘a view of the variety of these 
es, to obtain some measure of 
‘ extent, and to indicate some of 
auses and social and economic im- 
‘tions involved. During this under- 
ecourse was had to personal 
with more than one thou- 
nsumers living in or around 
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WHEN CONSUMERS BUY AT “WHOLESALE” 
BY GERALD B. TALLMAN 


metropolitan Boston and with business- 
men in lines of trades affected by these 
practices, as well as to mail surveys 
among Massachusetts Institute of Tech- 
nology graduates, trade association ex- 
ecutives, and New England purchasing 
agents. The quantitative findings pre- 
sented in this article are in the main 
based on the reports by consumers of 
their own buying experiences. 


The Nature and Importance of Discounts 


Consumer purchases purported to be 
at some special discount are character- 
ized by the greatest diversity of prac- 
tices so that no simple boundaries can 
be set. The following types of sales to 
individual consumers for personal or 
household use were included in this 
study: 

(1) Sales by manufacturers and whole- 
salers when the price is supposedly some- 
thing less than that at which the item 
regularly retails and when such transac- 
tions with individual consumers are not the 
normal method of the vendor’s sales. 

(2) Sales by buying brokers, ‘“‘curb- 
stoners,” and others who, without main- 
taining the normal retail facilities, offer to 
secure goods for individual consumers “‘at 
a discount.” 

(3) Sales by all types of firms to their 
employees when these sales are made at 
less than the regular retail price. 

(4) Sales by regular retail stores when 
these are made on the basis of discounts 
allowed only to special classes or groups of 
consumer-buyers who do not comprise the 
whole of a store’s clientele. 


The following were excluded: 


(1) Direct sale by manufacturers or 
wholesalers through regularly established 
and acknowledged channels. 


When (Consumers Buy at “Wholesale” 341 


rectly from retail sources. Similar ratios 











operatives when a store is operated and a 


(2) Regularly organized consumer co- 


stock of the goods is carried. 

3) Any form of direct sale to con- 
sumers where quality, convenience, “‘cus- 
tom built,” and other nonprice factors 
dominate as selective patronage motives. 

(4) Price-cutting retailers whose low, 
regular prices are frankly available to any- 
one wishing to buy under given conditions 
of time, place, and quantity. 

(5) Any type of “sale” which is open to 
the general public whether involving regu- 
lar merchandise or the sale of obsolete, 
damaged, or odd-lot g¢ ods. 


Discounts are by no means a new 
phenomenon; but in recent years sev- 
eral factors have been important in 
increasing the volume of such sales and 
in focusing public and trade attention 
upon them. One has been the increasing 
importance of goods peculiarly suscep- 
tible to selling at a discount. Character- 
istics common to such goods include 
high unit value with rather rigidly 
fixed retail prices, wide retail margins, 
standardized qualities or brands, and 
reasonable freedom from complexity of 
operation and service. To a greater ex- 
tent than most other types of goods, 
tires and electrical appliances, particu- 
larly the larger appliances, such as 
refrigerators, washing machines, vac- 
uum cleaners, and radios, have had 
these characteristics. Consequently, it 
has often been feasible and worth while 
to short-cut the regular retailer, reduce 
the normal retail margin, or do both. 
Also, from the viewpoint of the vendor, 
it should be remembered that although 
the normal consumer purchase of shoes 
or cold cream is perhaps too small an 
order ever to be profitable at wholesale, 
‘Hannah Lees, “Only Saps Pay Retail Prices,” 
American Mercury, December, 1936, pp. 326-340. 
27. Hirschman, “Only Suckers Buy at Wholesale,” 


American Mercury, June, 1938, pp. 190-194. 
See Diversion of Trade from Retail Channels, Domes- 
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yet one washing machine, or one ~. 
frigerator, is an order allowing seve, 
dollars handling charges and yer 
closely approximates the average-si7: 
order of many dealers in metrop s 
areas. 

A second factor has been an awaken. 
ing consumer interest in buying pra. 
tices and problems. Many consup 
have been quite ready to believe wit! 
Hannah Lees that “Only Saps Pay Re. 
tail Prices.’’! This article, reprint 
the Readers Digest, undoubtedly 
much to bring buying at a discount 
bridge and luncheon table convers:. 
tions. It was followed, 18 months late: 
by I. Hirschman’s ‘‘Only Suckers Buy 
at Wholesale.’’? 

A third factor making discount buy- 
ing of particular interest current); 
the increasing alarm that certain dea 
groups are showing over the thr 
which such purchases offer to the est 
lished positions of service retailers. R 
tail associations, especially th 
furniture, hardware, and jewelry di 
ers, have long combatted any attem; 
to short-cut the regular retail dea 
in the purchase of consumer goods. Cur- 
rently, however, they are going ahea 
with greater vigor strengthened 
newly aroused interest and sup 
from the National Retail Dry G 
Association. Campaigns have 
started along several lines, inc! 
work with the retailers themselves, wi! 
wholesale sources of supply, with 
companies that facilitate purchases 
employees, and even with educat 
the consumer buyer.’ 
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Estimated Volume of Discount sale 
In 1935 total retail sales in the twel 


tic Distribution Department Committee. W 
ton: Chamber of Commerce of the 
1939. 

4 Although these estimates of the volume a 
teristics of discounted sales are given only for 
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nd towns considered to com- 


inte $ a 
iin ties at metropolitan Boston amounted to 
jet oo Jightly more than $600,000,000. Dis- 
ani ae count sales such as are considered in 
PO at ay -his study probably accounted for from 
(140% to 2% of this total. About $450,- 


an awake 490,000 of the total retail sales were 
gs made by food, general merchandise, 
oarel, drug, restaurant, and other 
‘| stores that have little or none of 

particular types of price flexibility 
rein considered. For the kinds of 

isiness represented in the remaining 

$1<0,000,000 of sales, it is reasonable to 
elieve that sales at a discount may 
nthe ‘ent have been equal to from $8,000,000 to 
ckers Bu; $10,000,000, or from 5% to 7% of the 
. sales in these latter businesses.® 

ount buv. [hese percentages are naturally below 
se shown for most of the items in 

ibit | because the ones listed are 
ritems and more likely to be sold 

a discount than are the supplies and 
ther small items which comprise an 
ortant portion of the stores’ sales. 


1YINg prac. 
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elieve wit 
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Irrent) 
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yicte Types of Vendors Involved. Prac- 
ly all types of vendors, retailers, 
lesalers, and manufacturers are oc- 
casionally involved in selling to con- 
sumers at special prices. 
During the personally conducted con- 


attempt 


] 
ods. Cur- 


} mer interviews, 1,806 specific items 
Lads vere reported as having been purchased 

a discount; and of these, 1,077 
with 59.6%) were reported as having come 
“es rectly from various types of whole- 
ONE ers or manufacturers. The other 729 
saiitie $0.4°>) were reported as coming di- 





irrounding areas which were actually surveyed, 
nces between groups, which are considered 
5 great significance as any over-all estimates, 

be applicable to other regions as well. 
e twel\ v trade estimates of such sales are available, but 
Cheyney, a well-informed opponent of such 
es, makes the statement that “One hundred 
n dollars, based on 1934 sales volume, 
ad chara e probably one hundred fifty million based 
for Bost ‘930 figures, is the total being lost to legitimate 
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rectly from retail sources. Similar ratios 
exist for the 495 discounted items re- 
ported in a mail survey of M. I. T. 
graduates. 

EXHIBIT I 


Discount Purcuases AND ALL FaMILies REPORTING 
Purcuases OF Twenty-E1cut Speciric Items 


Percentage 
No. of Reporting 
Families Purchases 
Reporting as ata 
Item Purchases Discount 
Part I—Six items reported in 1,016 consumer inter- 
views 
Mechanical Refrigerators 530 20.9% 
Washing Machines 425 18.3 
Vacuum Cleaners 703 15.8 
Radios 927 20.1 
Tires 487 32.8 
Watches 742 12.9 
Part I1—Twenty-two items reported in 390 consumer 


interviews 
Furniture: Original Pur- 


chase* 377 12.2% 
Furniture: Most Recent 

Purchase 379 4:2 
Automobiles 331 1.8 
Auto Heaters 179 17.8 
Auto Radios 110 15.4 
Auto Oil and Gas 228 9.2 
Anti-Freeze 225 6.2 
Auto Parts 1g! 8.9 
Food Mixers 65 49.2 
Electric Toasters 156 ee 
Electric Roasters 7 . 
Electric Floor Lamps 313 8.8 
Other Electrical Appliances 329 yo 
Stoves 220 10.4 
Sporting Goods 117 25.6 
Clocks 300 9.3 
Silverware 281 7.4 
Other Jewelry 368 5.1 
Builders’ Supplies 153 28.7 
Coal and Fuel 377 2.9 
Clothes 383 7:4 
Services 377 D..6 


* On going into housekeeping. 


Despite the possibilities of some er- 
rors in identification, it is significant 


retailing in furniture through illegitimate modes of 
distribution.” William J. Cheyney, Reporting an 
Annual One Hundred Twenty-Five Million Dollar 
Leakage. New York: National Retail Furniture Associ- 
ation, p. I. 

For all retailing, Mr. Cheyney estimates that the 
“leakage” is from $700,000,000 to $1,000,000,000 a 
year. See “Cheyney Hits Leakage in Distribution,” 
Retailing, Home Furnishings Edition, January 31, 
1938, p. 14. 
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percentage of the discounts every retail firm has at one time or 
m the more stable types of | other granted some discount. byt +h, 
‘his is shown in the more de- are firms, particularly in the elect; 
subdivision® of the wholesale re- = appliance field, which find som 
sification which is given below: to give a special, and usually 
6.1% tial, discount to practically eve: 
tomer. (4) Retail buying br 
retail organizations, frequent; 
a ing from an office and carrying 
43.6% no stock, offer to secure mercha 
39-9% for the consumer at a discount. (); 
za these firms states that “our 
4.9 function is not to sell to you. It is. 
—— to purchase for you or to direct 3 
Total wholesale 56.47% the proper wholesale sources of si 
[t should, of course, be remarked that __ ply.” Operating at one-half to one-fift 
the percentage of discounted sales com- __ of the usual retail margin, these | 
ing from each type of outlet varies with — brokers will attempt to secure ; 
the item considered. any item (excepting, in most 
Although the great majority of dis- ready-to-wear) which the cons 
count sales are made directly from may demand. 


3 


1 
hyr 


regular retail or wholesale channels, Discounts given by these | 
there are several classes of limited func- — ganizations are not so large as t! 

tion retail dealers which, though less individual with connections car 
important in terms of volume, deserve quently secure by direct dealing 


- 


attention as providing a particularly wholesale sources. Their primary 


overt medium for such sales. These peal to the experienced discount | 
types of vendors, which make a major lies in their ability to offer som 


portion of their sales to ultimate con- count on almost anything, and 
sumers at a discount, may be grouped lieve the buyer of much of the « 
in the following broad categories: (1) and risk involved in “whol 
Mail-order “‘wholesale”’ houses which transactions. 

send their catalogues chiefly to the em- 

ployers of large groups of workers to Types of Connections Used. The 
whom a discount appeal can be made nection used is perhaps the m 
effectively. (2) Wholesalers’ and manu- slink in the chain of circumst 
facturers’ “‘open showrooms.” These involved in the procuring of suc! 
showrooms set up ostensibly to service counts as those considered he: 
the small and poorly stocked retailers, hibit II). These are discounts 
particularlyinthefieldof furniture,may | supposedly are not availab 
depend for an important part of their — general public. Each buyer, t 
volume upon direct sales to ultimate _ rely on some connection, som 


rmyrir 


consumers through the camouflage of less exclusive affiliation, to bring 
more or less legitimatized introduc- within the magic circle. 

tions. (3) Discounting retailers. Almost Almost any business 01 
ployment affiliation, if it inv 


7 


6 This detailed subdivision was secured only during z ; 
the last 556 consumer interviews. grouping together of any 





purchasers, may be used 

for the establishment of 

ving privileges. The great 

ing and selling at a discount 

informally through friendly 

ind personal connections. Al- 

of the discounts reported 

Exhibit I] were secured through 
EXHIBIT II 

xs Usep To Secure INprvipuat Discount 
PuRCHASES 

7,016 Inter- 

626 Inter- views Includ- 


views from ing Both 
Spring Interview 
f Connection Used Survey Periods 
f Connec- 
950 1,772 
t f the 
100%, 100% 
al 5) 
stockec 5 } 
; > 1°) 
stocked 2.1) 7 
9.7 11.5 
ed company 11.3 12.4 
\ ctior 
5.4) 
ct 4.9 19.0 
ip 1.34 
ctions 9.1 
f seller 4.5 
f unrelated , 27.8 
1.4] 
Personal Friend 15.0} 
ller 1.4 
yee of unrelated 
‘ i 10.I 
2.4] 
i Kelative 4:71 
Professional 4-9 3.9 
ed 3.6 2.8 
t Stated 4.4 5.6 


business connections, or rela- 

. Possibly only in trades where the 

tices have been so common as to 

ra definite campaign of preven- 

n are even the most legitimate houses 

lutely closed against occasional 

irtesies of this nature. The motives 

vendor in allowing a relative or 

iintance to buy on favorable terms 
be only remotely economic. 
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moti- 


Many business enterprises, 
vated by a diversity of reasons, make 
various goods available to their em- 
ployees at a discount. ‘These goods may 
include items of their own manufacture, 
regularly purchased equipment or sup- 
plies, wholly unrelated products, or all 
of these. Employment with the seller 
of the merchandise is particularly im- 
portant to employees of retail stores 
and of public utilities. Discounts to 
these groups are the rule rather than 
the exception. Such discounts serve not 
only to provide large volumes of goods 
at a discount, but also to acquaint 
other consumers with the possibilities 
of such privileges. ‘The ordinary con- 
sumer may only with difhculty recog- 
nize the validity of the distinction 
drawn by retailers and others between 
those in the trade, who are therefore 
eligible for buying privileges, and those 
outside the trade, whose only legitimate 
action is to support the trade. 

Of employment with an unrelated 
company as a connection, most aggres- 
sive use is made by salesmen, by indus- 
trial and financial executives, and by 
factory foremen and skilled factory 
workmen. Replies from New England 
purchasing agents indicate that aid in 
receiving discounts is as a rule made 
available to all classes of employees 
within a business. However, it is but 
reasonable to presume that the execu- 
tives of a business, except under a chief 
who emphatically proscribes it, prob- 
ably always have buying advantages 
not available on equal terms to rank 
and file employees. The vendors enjoy- 
ing the regular supply business of a 
company will hesitate to refuse the re- 
quest of any potentially influential per- 
son affiliated with it. 

When the connections used were 
cross-classified by the amount of house 
rent paid by the buyers, several con- 
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patterns of differences between 


rroups were apparent (Exhibit ITI). 


‘Business connections,” particularly 
‘‘ business acquaintanceship,”’ forms the 

iportant class of afhliation re- 

y the higher rent groups. Con- 
versely, “empl yee of seller,” “* friend,”’ 
“relative,” and “trade or professional”’ 
become progressively more important 
as lower rent groups are considered. 
[hese differences seem to be reason- 
able. Persons able to pay high rentals 
might normally be expected to have 
business acquaintances in such influ- 
ential places as to facilitate their dis- 


count purchases. 


Discounts and Services Received. Dis- 
counts on the transactions considered 
in this article range from nominal 10% 
and 15% gestures to other instances 
in which 30%, 40%, 50%, or even 
larger discounts, are given from the 
list prices of standardized articles. The 
amounts of the discounts received vary 
greatly as between individual buyers, 
items, and vendors. The discounts re- 
ceived from wholesale vendors are typ- 
ically larger than those received from 
retailers. 

Probably few of the transactions 
involving discounts are at real rock- 
bottom wholesale prices. The whole- 
saler adds on a showroom or handling 
charge, or some opportunistic retailer 
lends his name and perhaps his delivery 
service “‘for a five dollar bill.’ With 
some exceptions, the net price to the 
consumer is something between the 
normal wholesale and retail! prices; and 
on the basis of the thousand interviews 
completed, this writer feels that most 
consumer buyers are well aware that 
the discounts received are only part of 
the retailer’s normal margin. 

Consumer discount sales normally 
represent a compromise between the 


complete and costly services 
tail store and the “‘in the crate” 
of many wholesale transacti 


cause service forms an important , 


of most sales transactions, the 
quacy of the services rendered 
EXHIBIT III 


Discount Purcuases CLAssIFIED BY Renta | 
or INrorMANTs’ Homes 
Based on Personal Consumer Interview 
Metropolitan Boston Area 
Percentage 
Familie 
Answering 
“Ter 6 
Question, 
“* Have you 
ever pur- 
chased any 
thing ata 
special dt 
count not 
No. of available to 
Value of Families other 
Monthly I nter- consumer 
Rental viewed buyers?” 
Total 837 67.1% 
and over 76 88 
7! 8 88 
06 82 


56 2 
41 121 78 
26 271 


16 179 


and under 14 


A a 


aa 


vendors may be one important 
for critical examination of the eco1 
validity of discounting. Lack of 
or dependence on the regula 
channels for service, is one of the n 
arguments used by trade groups i! 
demning discount practices. 
Service, however, is an illusive 
acteristic difficult of measurement 
real extent of certain services 
apparent when the sale is made, | 
seen only when trouble occas! 
arises. Services actually render 
discounts, differ greatly between it 
and types of vendors. Radios at 
count are usually purchased alm 
an as-is basis, with the buyer r 











nstallation and any adyjust- 
ring out the maximum of 
juality. Mechanical refriger- 
at the other extreme. In 


Lu 


in areas they are normally 
ruaranteed, and serviced by 
itor or his representative, 


the retailer has almost noth- 
id to the performance of the 
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made at least one purchase at a dis- 
count as do families in the very poor 
residential areas. The same general re- 
lationship is also shown for given items 
in the percentage of purchases reported 
at a discount. 

In terms of location, consumer dis- 
counts are chiefly a city phenomenon, 
being particularly important in the 
largest metropolitan areas. 


Discount Purcuases CLassiIFIED BY OccuUPATION OF FamiLy’s CHIEF SUPPORTER 


Occupational Group 





tives 


Miscellaneous Marketing Executives 


rietors 


ng, and Insurance 


‘rs (skilled and foremen) 
Other Professional People 
ee ee 
nd Service 
lactories) 


iskilled) 


Percentage of Families Percentage of Famultes 
Answering “Yes” to Owning Specific Items 
Question, *‘Have you Who Report Their Pur- 
ever purchased any- chases as Having Been 


thing at a spectal dis- at a Discount—Aver- 
count not avatlable to age for Eight Indiotd- 
Interoiews other consumers?” ual Items* 
1,016 62.79, 16.9% 






sO 92.0 25.0 
49 91.8 26.3 
74 91.8 30.3 
87 85.0 22.3 
26 84.0 20.2 
4! $3.0 18.2 
82 69.5 20.9 
104 68.2 15.6 
68 66.2 16.8 
67 59.7 20.1 
70 54.2 10.5 
101 43.5 8.1 
68 36 8 R88 
120 30.0 6.6 
IO 30.0 9.6 


al refrigerators, washing machines, vacuum cleaners, radios, tires, watches, original furniture, and recently 





f Buyers Who Secure Dis- 
I'he commonness of discounting 
nsiderably with the wealth, 
and occupation of the con- 
iyer as well as with the type of 
olved. Families living in bet- 
s buy more than do families in 
mes; and a larger percentage 
irchases, at least of the items 
or consideration in this study, 
ired at some special discount. 
wn in Exhibit III, several 
large a percentage of families 


ing homes with monthly rental 


excess of $70 report having 


@wwaea - 7 












Type of occupation and ranking 
within that occupation are also impor- 
tant factors in the determination of the 
ease and frequency with which oppor- 
tunities to buy at discounts become 
available, as is indicated in Exhibit IV. 
Individuals actually involved in the 
marketing of finished goods, and those 
occupying such executive positions as 
provide wide business contacts, have 
greater opportunity for and make 
greater use of discounts than do those 
involved in menial or routine tasks of 
little influence. 
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NSUMETS 


unting is not an isolated prob- 
its of the discount buying 
nsidered in this article lie 
the organization of the com- 
system, in the distribution 
policies of manufacturers, distributors, 
and dealers, and in the fundamental 
lesire of consumer-buyers to receive 
he best bargain that they can in any 
transaction. In order to get a true view 
marketing pattern, including 
must think 
pathways 


f the 
} ee | 99 
Sales at wholesale, one 
terms of definite 


h goods move to the mar- 


not in 
through whi 
but 


kets, rather of thousands of indi- 
vidual sellers, 


each attempting to sell 


as much as possible, and, in so doing, 


seeking as many different outlets and 


methods of sales as may appear to be 
available and profitable. 

Buying at a better price than some- 
body else, shortcutting regular chan- 
nels, ‘‘chiseling’’: these are not 
phenomena restricted to the sale of 
consumer goods; they are found in all 
trades and in all levels of marketing 
activities. When it appears profitable, 
wholesalers short-cut regular national 
brand manufacturers and have goods 
made up under their own labels. When 
it appears profitable, retail stores short- 
cut the regular legitimate wholesale 
channels by going directly to manufac- 
turers. Furthermore, as has already 
been indicated, manufacturers, whole- 
salers, and retailers in their roles as 
dis- 
count and 


their employees with a freedom which 


consumers sometimes exchange 


courtesies for themselves 
the nonfavored consumer can hardly 
fail to notice and envy. 

The High Cost of Selling. The most 
important single cause of all the dis- 
count practices considered within the 
range of this article is a generous retail 


margin. ‘There many 
which, in order to attain voly; 
and the economies of mass p: 


require or have in the past 


are 


aggressive sales promotion. Age; 


selling activities, however, ar 


They involve time, effort, and 


penditure of money. To 


dealer sales effort, it has been ne: 
to allow retailers’ margins adequat 


cover the necessary costs and 
For products like electrical ap) 
on which sales effort must be 


at the retail level, the margin ha 
considerably higher than for p: 


like groceries, on which the 
usually offers little more than t 
veniences of physical distributi 
It may perhaps be accepted 
argument that buyers are wi 
accept discounts, and on the 


this assumption it will be germ 


consider what distribution p 


vendors make discounts availab! 


Manufacturers’ Distribution P 


Each manufacturer’s primary 


] 
i 
Lf 


ing interest is in a profitable sa 
ume. Fundamentally, he is int 


in price maintenance, the restri 
sales to legitimate dealers, and 
measures, only when these reta 
tection devices appear to p1 
best assurance of a satisfact 

volume for his own business. In 
adequate distribution for his 

the 


or products, 


t 
\ 


manuiactul! 


quently has resort to practices 


+t 


incidentally stimulate or facilitat 


rT 


eral price cutting and the grant 


special discounts such as are co! 
in this study. The following 


should be considered in this cat 


(1) Placing too many dealers i1 
(2) Placing too wide a variety 
of dealers in a single area. 








MW 


rcing high quotas on distributors 
expecting percentage distribution of 
use of indirect channels of dis- 
i.e.. distribution through inde- 
lesalers so that direct control 
retailers is lost. 
ncritical sales to all “listed” 


[nadequate control over salesmen 
interested in volume sales. 
Open showrooms. 

.) Allowing excessively high dealer 


Special concessions to individual 
relatives, and employees. 

Failure of the manufacturer to es- 
firm policies with regard to prices. 


Most of these practices involve 


, of the market, or the careless 
1 of outlets. 


alers’ and Distributors’ Poli- 

(he policies of wholesalers and dis- 
rs affect discounting practices 
in two ways: first, inasmuch 


these wholesale sellers themselves 


! 


| 


sales to consumers and, second, 
much as their treatment of retailers 
\ducive to various forms of retail 
cutting. These two elements are 
irent in the following: 


Direct sales to consumers as a means 
pplementing sales volume. 

Courtesy sales to friends, relatives, 

connections. 

Carelessness in over-the-counter sales. 
\laintenance of public showrooms 

the goods may be seen and perhaps 

-d by consumers. 

Breaking of lots for small retailers, 
making small lots available for sale 
lividual consumers. 

Sales to dealers who do not normally 
the particular items purchased. 
Granting of industrial discounts on 

tion goods. 

Failure of wholesalers to develop 


‘ular retailer clientele on a service basis, 


ea > “Wy 
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thus making it necessary to seek irregular 
business for the volume which it offers. 


Retailers’ Policies. The term “re- 
tailer”’ or “retailing”’ should, of course, 
not be assumed to imply any homoge- 
neous or united business or movement. 
Retailing is made up of thousands of 
individuals, each one interested in his 
own business and only remotely in re- 
tailing as a whole. Each retailer, being 
a relatively small part of the market, 
may not find it worth while to sacrifice 
his own profits in the interest of trade 
regularity. Of retailer practices which 
lead to discount selling, the following 
are outstanding: 


(1) The demand for excessive markups 
incompatible with the value of services 
rendered to consumers. 

(2) Failure to persuade consumer buyers 
of the worth, despite the cost, of retailer 
services. 

(3) The attitude that the community 
owes retailers a living regardless of their 
competitive efficiency. 

(4) The commonness with which re- 
tailers grant discounts to employees and 
the freedom with which they themselves 
take advantage of discounts on goods not 
within the scope of their normal trade 
activity. 

(5) Failure to consider market repercus- 
sions of competitive price policies. 

(6) Failure of retailers to cooperate 
effectively. 


ee 


In general, discount and ‘*‘ wholesale”’ 
buying by consumers may be consid- 
ered as a reaction to inflexible elements 


in the retail distribution trade structure. 


Business and Social Implications of 
. . f ” 
Special Consumer Discounts 


Discount purchase methods offer 
both opportunities and dangers for the 
individual consumer-buyer. One obvi- 
ous danger loudly publicized by retail 
spokesmen is that the inexperienced 
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overcome by the 
“wholesale” or 


me | F 
creauious DUYeCT, 


the 
may receive shoddy mer- 


wi rd 


from irresponsible vendors. 
of course, is a risk which buy- 
take when purchasing unfamiliar 
and unstandardized merchandise from 
either a wholesaler or a retailer. 
Deceit with regard to discounts is 
usually accomplished by the use of fic- 
titiously high list prices, the use of the 
word “‘wholesaler”’ or “‘manufacturer”’ 
o describe the activities of a firm sell- 
ing primarily to consumers, the state- 
ment that a price is wholesale when in 
reality it is considerably higher than 
the regular wholesale selling price, and 
various misleading statements regard- 
ing the quality, model, year, or other 
significant aspects of the product of- 
fered at a discount. Even after having 
given consideration to a variety of mis- 
leading practices as uncovered by the 
Commission and by 


‘ 


federal Trade 


various better business bureaus, it is 
the opinion of this writer that in the 


t 
vast majority of alleged discount pur- 
chases of the types of goods covered in 
this discussion, the buyer actually does 
get a discount from the established 
retail price. This opinion is based on 
personal shopping tours, numerous 
trade interviews, and the discount buy- 
ing experiences of several hundred 
consumers. 

A price somewhere between normal 
wholesale and retail levels may, of 
course, represent a bona fide saving to 
the individual consumer and should 
not be considered as a “‘gyp” transac- 
tion unless the buyer is purposely led 
to believe that he is getting the full 
wholesale discount “ just likea retailer.” 

With the exception of but one class 
of goods, consumers have pur- 
chased items at a discount generally 
with the transac- 


who 


report satisfaction 


tions. This one exception is furnjty- 


the only “blind” (unbranded and yp. 


standardized) item given major ¢ 


sideration in this study.’ The ye, 


general satisfaction with other jte, 


probably exists because discount trans. 


actions came largely through busin, 


and personal connections with the regy. 
of distribution. We; 


lar channels 
“* wide-open wholesalers” (that is, th 


selling to all comers) in little know; 


lines more common, the degree of ¢ 


sumer satisfaction might well be ¢o; 


siderably less. 


Society as a whole is also concerne: 


with the discount practices under ¢ 
cussion from the standpoint of 


possibilities they may offer for redy 
tions in the costs of marketing and fro; 


a necessary interest in anything offer 


ing such potentialities of change 
a disruption in wholesaler-retailer 
tionships and the weakening of 1 


retailers’ position in our economic a! 


social life. 
**Short cut”’ sales made at a disc 


to individual consumers may elimina! 


the retailer, but do not necessar 
eliminate either the equivalent of ret 
functions or their corresponding 
Consumer purchases from manu! 
turers or wholesalers affect the vend 
in several ways. They provide a m¢ 
of increasing sales volume. 
are not, for the 
made through retailers, thoug! 
may be more or less the conditi 
the market as a whole. Sales to ultin 
consumers may bring the wil 
seller into conflict with his reg 
retail customers. Furthermore, 1 
ing direct to individual consume: 
7 Clothing would fall in this same category; 


instances of its purchase at a discount were r¢ 
by Boston consumers. 


Dire 
sales by wholesalers or manufacturer: 
individual vendor 
entirely substitutions for sales norma 
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is brought face to face with 
st of small order selling and 
nany services habitually ex- 
consumers. It may be haz- 
no wholesaler can afford to 
etail basis at wholesale prices. 
function retailers require 

:| consideration. The actual econ- 
available to them will depend 

in the elaborateness of regular 
orvices or the size of the normal 
nargin, but also upon the extent 
tions already performed by 

er agencies in the chain of distribu- 
When manufacturers or whole- 
istributors provide adequate sales 
on and are making available 
for hand-to-mouth buying, 
mited function retailers may be 
perate with only a negligible 
stment in display room, inventory, 
her physical facilities. It must, 
be recognized that such a 

iiler operating on a hand-to-mouth 
s actually may not be reducing the 
st of marketing; he may only be 

» to others, to his suppliers, and 

n to his service competitors, some of 
functions and expenses which nor- 


esaier 


ally intervene between the wholesaler 


| the consumer and serve to justify 
existence and margins of retailers. 
Discount sales have a twofold effect 
regular retail trade. First, such 
reduce the total volume of trade 
nducted through retailers. Sec- 
they disrupt the price structure 
which the retailers have depended 
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for their operating margin. In the short 
run, either effect is undoubtedly un- 
fortunate from the standpoint of the 
individual retailer. In the long run, 
some form of competition may be al- 
most inevitable. The ability of service 
retailers as a group to maintain their 
position in the marketing structure will 
probably depend, not on pleas for 
protection as established institutions, 
but rather on demonstrated ability to 
meet most economically the demands 
of the consuming public for service. 
Because the retailer must sell service 
(and he would indeed be foolish to sell 
something the consumer could get 
equally well direct from the wholesaler 
or manufacturer), he should be certain 
that his service is of the type for which 
the consumer has a real demand, and 
for which he is willing to pay a pre- 
mium. Factors other than service, efh- 
ciency, and economy (except in a 
regimented economy) will surely be no 
more protection to the retailer than 
they have been to the wholesalers and 
manufacturers. . 

Special discounts such as those con- 
sidered in this study are undesirable 
because they provide an antisocial dis- 
crimination between buyers and are 
disruptive of normal business relation- 
ships. However, the writer cannot but 
believe that where wide selling margins 
are maintained by inflexible elements 
in the marketing organization, secre- 
tive and back-door means will be 
found of cutting them. 
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recently have manufac- 
turers realized the far-reaching 
effect of the Robinson-Patman 
\ct upon cost accounting operations 
1 requirements. When the Robinson- 
bill first 


it was considered a legal at- 


was introduced in 


lace new restrictions on mass 
buying methods used by large organi- 
the Federal 
[rade Commission under its provisions, 


zations. The hearings of 


ywwever, have forced attention on its 
effect on cost accounting procedure. By 
making costs the only basis for price 
differentials, the act has given unusual 
legal significance to the accounting of 
companies which choose to make price 
differentials. Furthermore, it has placed 
upon the cost accounting systems of 
these companies a function for which 
the systems were not basically de- 
signed, and one which they probably 
cannot fulfill.? 
passage of the act, ac- 
uunting for the purpose of determining 
the costs of various products and the 
expense of selling to various customers 


+ 


was purely at the option of the manu- 


facturer. In order to obtain the largest 
amount of total profit, it often was ad- 
vantageous for a manufacturer to know 
= ; CR ia ada 

> costs and set Nis prices to customers 
' those costs; but any differ- 
manufacturer chose to 


make for similar products as between 


ence in price a 


customers was purely at his option. It 
| If his pricing 
policy was thought to be in restraint of 


rht to do so. 


trade, the burden of proof rested upon 


t ta The failure to supply cost 
‘The theoret ind general difficulties of using 
costs as a yal < for control purposes are discussed 
in Professor Harbeson’s article beginning on page 257 
of t it {ARVARD BUSINESS REVIEW. 





COSTING PROBLEMS POSED BY THE 
ROBINSON-PATMAN ACT 


BY RALPH D. CIES 






accounting data supporting the price 
differentials did not establish guilt. [t 
was not legally necessary that his pri 
schedule be supported by cost account 
ing data. Only if his price sched 
tended to restrain trade as viewed 
the Clayton Act was he guilty. Whet 
such price differentials might be sy 
ported by cost differences did not matt 
Since the of the R 
son-Patman Act, the position of 
manufacturer has become complete 


passage 


changed. The act has placed a le 
responsibility on manufacturers to 
cumulate cost data by requiring 1 
all price differentials be justified by 
tual cost savings, so that if a mar 
facturer chooses to sell like goods 
different prices, he must necessarily | 
form that function of cost account 
which deals with the determination 
costs for pricing purposes. As one | 
nessman has put it: “ The act make 
use of quantity differentials a priviles 
Today, the manufacturer who seeks | 
benefits of the privilege must be re 
to answer with his own cost data w! 
challenged.” 

According to the act, a manufactu 
must give equal treatment, subj 
certain exceptions, to all buyers in« 
petition on products of equal 
Also, if the differentials provided 
certain quantities are justified by « 
but are such that only a few may ' 
them, the Federal Trade Com: 
may set maximum quantity limit 
it finds that such quantity differen 
are unjustly discriminatory or p! 
monopoly.” In addition, savings 


3 . na %*P the 
2 See E. P. Learned and Nathan Isaacs, “| 


son Patman Act: Some Assumptions and 


. ” - ’ w V 
tions, XV HARVARD BUSINESS REVIEW 2, ' 


1937, Pp. 147. 











duction arising from a 
ist be shared with all cus- 
concessions cannot be 

: basis of increment costs. 

is that not only the large 
previous small orders are 
bring about savings 1n pro- 
t. and, therefore, customers 
mall orders should share in 
‘s. Finally, the buyer as well 
er may be held guilty of 
btaining price advantages 

t be justified. 

nufacturers and buyers fac- 
ndition, three general cost 
, problems have become mag- 
letermination of grade and 
ferences; (2) fixing and es- 
quantity limits on which to 
: differentials; and (3) estab- 
f proportionately equal terms. 


rermination of Grade and Quality 
Diferentials 

the law, price variations for 

ties different in grade and qual- 

ich differences are substan- 

recognized in good faith, are 

Nevertheless, what consti- 

1 different grade and quality of 

izable amount has not been de- 

the possibilities of various 

grade and quality differences 

lucts are so large that it seems 

| whether a general rule or group 

in be applied. Consequently, 

that the proof of variances 

nd quality of an amount sufh- 

istify a price differential must 

largely on cost data. Therefore, 

cost accounting in this re- 

mes increasingly important. 

ecific case on the question of 

in grade and quality of an 

ficient to justify a price dif- 

s been reported, but the cost 

problems to the manufac- 

re clear. For example, a canner 
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purchases his raw materials from farm- 
ers at various prices. If average cost of 
the raw materials is used, no grade or 
quality difference can be established on 
the basis of costs; but, if each lot is 
““costed”’ with the specific price paid 
for the raw materials making up the 
final product, a difference in the cost of 
various lots can be established. How 
far the canner would be permitted to 
make a difference in price on the basis 
of such a cost difference is a problem. 
Intrinsically, the quality and the grade 
of all lots might be the same, but costs 
of them are not the same. A canner 
could easily establish a cost difference 
on which to justify a price differential 
by shipping the lots of low-cost mate- 
rials to the large chain-store purchaser. 

Cost differentials might similarly be 
established on the basis of differences 
in labor costs by apportioning such 
costs to specific lots instead of at an 
average cost on all lots. Yet there might 
not be any intrinsic quality differences 
between lots. 

To accumulate costs on a lot basis, a 
manufacturer would have to keep the 
identity of the various lots separate 
throughout production. The physical 
separation of lots would increase pro- 
duction and accounting expense; but 
conceivably in many industries the ef- 
fect on expenses would not be great. 
For example, if the prices of raw mate- 
rials used by a manufacturer showed 
seasonal fluctuations, the mere segre- 
gation of the finished product by 
periods of production would clearly 
separate high-cost material goods and 
low-cost material goods. 

An even greater problem as to cost 
differences, which may be used as proof 
of the justification of price differentials 
based on quality variances, arises in the 
case of imperfect articles, often sold to 
large chains at greatly reduced prices. 
In such a case, not only the determina- 
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f what is an imperfect article, but 

how much of the manufacturing 

cost should be apportioned to “grade 
one’’ products, and how much to im- 
perfect articles, would materially alter 
costs of products. For example, the 
imperfect goods might be considered as 
a by-product, and cost under various 
accounting practices might be treated 
in several ways. First, some arbitrary 
percentage of the total manufacturing 
st might be assigned to these imper- 
fect goods. Such a percentage might be 
based on the amount of imperfect goods 
which usually occur with a run of a 
given amount, the material used, and 
so forth. Second, no charge might be 
made for the production of the imper- 
fect goods, and anything obtained from 
them might be treated as profit, the 
entire manufacturing expense being 
product. 


‘ 


loaded on the “grade one” 
Third, the realized value of the imper- 
fects might be taken as a subtraction 
from the manufacturing cost of the run, 
and the remainder charged to the 
‘grade one”’ product. Thus, cost dif- 
ferences between the “grade one” prod- 
uct and the “seconds” could vary 
greatly. 

This last alternative also illustrates 
an important point which the act has 
overlooked; i.e., that it is not only a 
manufacturer’s costs, but also the de- 
mand of the market, which determine 
ultimate selling price of any product 
or group of products. Costs alone are 
not the controlling factor. Often manu- 
facturers producing joint products are 
forced to consider market price in deter- 
mining proper costs. There is no way of 
determining the cost purely on a pro- 


ee 


nade in this article are illustrated from 
Brands case, since the information 
t complete and the case was one of 
me to the attention of the Federal 
Other cases of interest in this 


duction basis. In certain processes 
manufacturer cannot control thes 

of “seconds” because his manufacty:. 
ing operations are geared to the dema; 
and price of “grade one” prody ; 
Moreover, the manufacturing costs 
these “seconds,” even if they could 
determined, have no influence on +! 
price which the manufacturer obtaj, 
for them. He must market them at 
price, for their cost in relation to selling 
price is not a factor which determin 
how many shall be produced. It is ; 
manufacturer’s costs in relation t 
market demand for “grade one”’ pr 
ucts that is determinative, and 
number of “seconds” produced is 
mere by-product result. 

A final question in regard to gra 
and quality differences arises as 
the special treatments of the finis! 
product which may make costs \ 
greatly. The pricing policy of Stand 
Brands, Inc., against which the Fed 
Trade Commission at the time of 
writing of this paper was to 
a cease and desist order, illustrat 
this point.* This corporation prod 
bakers’ yeast for stock. It obvi 
could not attempt to justify price diff 
entials on differences in product 
costs of various lots or differenc: 
the grade and quality of yeast 
to various customers. Price sch¢ 
therefore, had to be justified on ot 
bases, which will be discussed 
Nevertheless, as previously pointed 
by shifting to a system of product 
against specific orders, or by vai 
finished inventory on a lot basis 
differences in cost due to differences 
labor and materials are considered, 


} 


Eight Leading Golf Ball Manufacturer 
Professional Golfers Association, and the Gol 
Manufacturers Association—Federal Trade ¢ 
sion, Docket No. 3161, February 25, 
Atlantic & Pacific Tea Company—Fe 
Commission, Docket No. 3031, January 25 
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- might be established. The 


en arises: How far would 
entials be justified under 
itions? Though the act di- 
with the question of inven- 


1uSe 


lirectly influences costs), there 


on, 


illocation f 


produc 


tion methods, 
or pricing pur- 


the treatment of these 


no legal guides for account- 
inufacturers on this subject. 


a 


4 4s 


tablishing Quantity Limits 


with goods of “like grade 
> in which actual cost dif- 


ret 
> 4 


between 


customers be- 


variations in the expense of 
listributing the product, the 


or 


rr 


e 
| 


has no legal guides as to 


rtionment of such differ- 


of quantity brackets. The 


tioning of such differences 
quantity brackets is an un- 
blem. The quantity bracket 


ET AND 


EXHIBIT I 


Price Scale 
Base Price 
(cents per 


pound) 


16 


142 


DiscouNT 
ANDARD Branps, INc. 


ScHEDULE, 


Discount Equivalent 
Off Base Price of 
25¢ per Pound 
(percentage) 


8 
12 


16 


f the Chief Economist on the Investiga- 
1 Di 
’ Yeast by Standard Brands, Inc., and 

of California. Federal Trade Com- 
mic Division, p. 6. 


nt 
iil 


schedule 


rimination tin Price Differences on 


of Standard 


, given in Exhibit I, illus- 
point. 
between the purchase of 


is of yeast a month by one 
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customer and the purchase of 50,000 
pounds by another, there might con- 
ceivably be a difference in cost of 11 
cents per pound to the company, the 
establishment of quantity brackets and 
the price differentials between each 
bracket appears to be an impossible 
task. For example, a baker purchasing 
145 pounds of yeast in a month would 
pay a price of 25 cents a pound, or a 
total of $36.25 for 145 pounds of yeast. 
Yet a baker buying 155 pounds of yeast 
in a month would pay a price of 23 cents 
a pound, or a total of $35.65 for 155 
pounds. Obviously, it does not cost 
Standard Brands, Inc., more money to 
sell 145 pounds of yeast to one customer 
than 155 pounds of yeast to another. 
Yet in any quantity discount schedule, 
although the differences in price be- 
tween the extreme quantity brackets 
may easily be justified on the basis of 
costs, inconsistencies in the border-line 
cases will occur. For a company such as 
Standard Brands, with a multitude of 
customers, a general price schedule 
must be applied. Prices cannot be com- 
puted for each individual customer on a 
basis of costs. Use of a general price 
schedule, however, brings about specific 
border-line cases, in which differences 
in price cannot be justified on cost 
savings. 

The problem is further complicated 
when quantity brackets and price dif- 
ferentials are based on the total amount 
of goods purchased from the industry. 
Such quantity brackets cannot be justi- 
fied by an individual manufacturer on a 
cost basis. They can only be justified 
from the standpoint of costs of the 
industry as a whole. Nevertheless, such 
differentials may result in many in- 
tangible advantages for both large and 
small buyers, as well as manufacturers, 
although they cannot be justified on 
the basis of an individual manufac- 
turer’s costs. Yet it is only actual cost 
















































saving to a particular manufacturer 
that can be used as legal justification 
for price differentials. No consideration 
is given the fact that although an indi- 
vidual manufacturer may not be able to 
justify them, they may be beneficial for 
all manufacturers in the industry and 
the customers of the industry as a 


Establishment of Proportionately Equal 
Terms 

\ccording to the act the only justi- 
fication for price differentials in the 
case of goods of like grade and quality 
is cost savings resulting from different 
methods. Such different methods in- 
clude cost savings arising out of: (1) a 
different method by which one order is 
sold; (2) a different method by which it 
is delivered; (3) savings in manufactur- 
ing, selling, and delivery resulting from 
a difference in quantity sold or de- 
livered; or (4) a combination of any of 
the first three. These provisions are 
most important to a manufacturer, for 
if he uses price differentials in the case 
of goods of like grade and quality, he 
assumes that his cost accounting sys- 
tem can justify them on one of these 
bases. There is no legal escape from 
prosecution on other grounds. 

This newly created legal situation in- 
troduces many additional factors in the 
old picture of price concessions. The 
expense of proving that a price differ- 
ential is based on actual cost savings, or 
the effect on the company if it cannot 
be proved, must be considered in giving 
a special price advantage to a buyer. 
Moreover, the risk of a manufacturer’s 
having to reveal his costs to the public, 
if charges are brought, must be con- 
sidered. Furthermore, the danger of a 
competitor indirectly bringing charges 
through a buyer of a particular manu- 
facturer in order to get the particular 
manufacturer’s costs revealed must be 
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considered. Of course, a manufacty 
does not have to reveal all his costs }! 
such a charge is brought, but only t} 

necessary to justify the price differen. 
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tials. Standard Brands, Inc., did no: 


into its manufacturing cost in att 


presumably on the ground that sy 
costs were a trade secret which 


company did not wish to reveal! 


In addition, a manufacturer m 
consider that although cost different 


may exist, the difficulty of mea 


them with any degree of accuracy m 


make their use in justifying price diffe: 


entials too expensive. In thx 


Standard Brands, Inc., the com; 


ic 


did not attempt to justify any 


price differentials on the basis of di! 





empt 
ing to justify its price differentia| 


r 


ences in transportation costs. T| 


there probably was a great differe: 


between the costs per pound of de 
ing daily a large amount of yea 


few stores conveniently located, 


the cost of delivering a small am 


of yeast to scattered stores, the c 


accurately accounting for the diff 
would be enormous. Similarly, 
sales and administration expens 
differences because of variation 
types and sizes of orders of variou 
tomers might conceivably have 


but accurate measurement Ol suc! 


ferences would have been pra 
impossible. 

In the problem of “* proportior 
equal terms” arises the further 
tion of how far the governn 


accept, in computation of cost for | 
ing purposes, the apportionmen 


various expenses made in acc’ 


T 


with practices that either are gen 


ent 


CTd 


accepted by the companies wit! 
particular industry or are approv' 


its trade association. What pr 


st T 


be required in showing that such t 


ment is correct? In the report 
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on Standard Brands’ de- 
cers’ yeast price differentials, 
n directly challenged, as lack- 
ntial proof, the apportion- 
iles and delivery expenses 
mpany claimed to be gen- 
enized by the trade and de- 

I eads. 
ivably in any situation varying 
y be obtained, based upon 
e differences of opinion. The 
and Exchange Commission 
this factor in one of its re- 
cussing ‘‘ Value beyond any 
that differences in opinion 
ndone.’’® Although in account- 
lure there exist many areas 


Cuui 


ay be treated in several ways 


of reasonable differences of 


n, the Federal Trade Commission, 
ninistering the Robinson-Patman 


is far has not even recognized 
sibility, let alone acknowledged 
that in these areas it would 


hat the judgment of those best 


inted with the situation should 


nal problem arises in connection 


the question of proportionately 


+ 
i ¢ 


Ul 


rms because of the fact that 
e constantly changing. A fair 


lifferential in view of costs of a 


period may be unfair in view 
{ the present period. Must a 
’ 7 b J 
hedule be based on last year’s 


rures, this year’s cost figures, or, 


T 


five-year average? If a manu- 


roes on the basis of old costs, 
suddenly find himself in legal 
Costs like everything else 


nging constantly, and price dif- 


s of a manufacturer, which a 
might easily be proved by cost 
no longer be justified by 


( SLS 


Chief Economist on Investigation of Alleged 
ton in Price Differences on Sales of Bakers’ 
indard Brands, Inc., and Standard Brands 


Conclusion—Position of the Manufac- 
turer 

The development of mass production 
and distribution during the twentieth 
century has placed great emphasis on 
the business importance of cost data. 
The Robinson-Patman Act now is plac- 
ing greet emphasis on their legal impor- 
tance. vlany steps have been taken and 
are being taken to furnish the necessary 
data through more careful analyses of 
factors making up costs and the intro- 
duction of a multitude of mechanical 
devices. The basic fact remains, how- 
ever, that all cost data rest on opinion 
and judgment. There is not a mathe- 
matical way of determining true cost. 
The simplest burden distribution sheet 
used for determining costs is not a 
mathematical device but an exercise 
in opinion and judgment. Congress 
obviously failed to consider this fact. 
In passing the Robinson-Patman Act, 
it placed a legal interpretation on the 
mathematical certainty of cost figures 
which is contrary to their nature and 
purpose. This legal halo cannot change 
the judgment element of cost data. 

Nevertheless, as long as the act is in 
force, a manufacturer who chooses to 
use a system of price differentials must 
cope with the problem. The Federal 
Trade Commission has not helped in 
solving the problem by recognizing the 
judgment element in all cost data and 
acknowledging the possibility that in 
certain areas there can be reasonable 
differences of opinion, nor has it made 
a study of cost accounting procedure to 
indicate the treatment of various cost- 
ing procedures which will be legally 
recognized as establishing cost differ- 
ences. It appears that the manufacturer 
must proceed on a trial basis and incur 
the penalty of the law for his errors. 
of California. Federal Trade Commission, Economic 


Division, p. 15. 
5 Securities and Exchange Commission, I, p. 46. 





ECENT literature on labor re- 
lations constitutes more than 
a discussion of the new stage 
upon which American industry appears 
now to have entered. In many impor- 
tant ways it emerges as a reflection of 
that new stage. The two dozen-odd 
books before me—presenting analyses 
and opinions of employers, union ofh- 
cials, government representatives, col- 
lege teachers, technicians, journalists, 
and lawyers—may well be considered 
a representative sampling from the 
contemporary outpouring of publica- 
tions on this theme. There is accord- 
ingly undoubted significance in their 
practically unanimous agreement that 
today ‘“‘the whole field . . . appears 
to be experiencing changes that might 
be regarded as almost revolutionary ”’;! 
that the thrust of militant labor organi- 
zation together with new government 
policies create a changing configuration 
of forces to which industry, and indeed 
che whole community, must adjust 
themselves. 

Any single one of the striking trans- 
formations since 1933 in the relation 
of employee to employer, and of gov- 
ernment to both, would seem sufficient 
to call for considerable revisions of 
established labor policy. Business, how- 
ever, has confronted not one but a 
succession of drastic reconstructions in 
the structure of group relationships. 
The last five years have brought the 
outlawing of the company union, the 
growth of trade unionism from under 
three million to an estimated six to 
eight million, the union organization 
of the mass production industries, 
the rise of the Congress of Industrial 


1 Dale Yoder, V, /nfra, p. 366. 


CONFLICT AND COLLABORATION 
BY B. M. SELEKMAN 





Organizations, the experiments jp jp. 
dependent labor political action. the 
sit-down strike, the Wagner Act a; 
its validation, the Social Security het 
the Public Contracts (Walsh-Healey) 
Act, the Wages and Hours Act 
of these in the continuing shadow: 
large-scale unemployment. Such be. 
wildering developments, accompanit 
by wars and Fascist revolution abroad. 
may well have made businessmen eager 
for whatever illumination research ané 
public discussion can give. 

Yet research and publication in t! 
field, as revealed by these books 
also conditioned by the transit 
now under way. The attitude of An 
can employers, as so many of 
authors remind them, is undoubt 
strongly emotional, steeped as 
in a long-standing antagonism to trad 
unions and to government interver- 
tion. In the same way, the approa 
of many of these authors are similarly 
directed by their emotional allegia: 
in the contemporary conflict. Aut! 
of course, like employers, do not escaj 
such allegiances, and a clearly real 
and explicitly stated bias need 
detract from the value of any 
workmanlike study. Indeed, emot 
themselves are social facts, and ! 
ness can hardly afford to overlook 
significant trend reflected by 
literature. 

Certainly it is symptomatic t! 
this collection of some _ twenty-! 
books almost every one should accep! 
trade unionism as a growing and perm 
nent institution in America, 
Wagner Act as the result of a 
evolution of law and _ practice; 
almost all should agree that g 
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minimum standards, and of 
curity seems here to stay; that 


| be permeated by the general 


ur changing and dangerous 


It appears also significant that 
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y regard the American Federa- 


ldally 


ff Labor as a less effective agency 


than the CIO; and that the younger 
lemic men are, by both intellectual 


rT 


ion and emotional predilection, 


of CIO structure and policy. 


nt literature, in a word, becomes a 
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Alld 
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1 chorus urging upon the 


loyers the implications of these 


{ direction for their own 


abor policies. 


nflict appears a dominant theme 


of these books—conflict be- 


n employer and union, between 
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e th 
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> ha 


AFL, between craft and 


isdictionally competing craft, be- 
veen Cl 

‘nt and industry—throughout 
inds also the overtone of in- 


QO union factions, between 


iat conflict must give way to 
ive and cooperative working 


Though conflict can probably 


eliminated completely from 


thy democracy, organized interests 


| together as well as tug against 


1U 


1 
th 


ther. Thus, in various ways, 


thors ask: By what policies can 
hieve such a moving equilibrium 
vard drift? How shall existing 


» cl 


1anged, and how much new 


n the same pattern do we need? 


in 
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rhtis 


IT 
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ns 
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we bring together warring 
n whatever fronts they may 
ig? What policies promise 
an increasing national pro- 
What allowance must we 
1uman personality within our 


x urban society, with its huge, 


1 
nai 
Al 


work units, its increasingly 
government, and equally 


lized unions? What can be de- 
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manded toward achieving accepted na- 
tional goals, not only from employers, 
but from labor and from government? 


The Problem Stated: Historical and 


Journalistic Discussion 


Leiserson’s Right and Wrong in Labor 
Relations is a thought-packed little 
volume,” bringing to a sharp-etched 
interpretation of current developments 
insights from a long experience as medi- 
ator and arbitrator. It is high time, he 
insists, that we cease looking for angels 
or devils in labor relations. Indeed, it 
would be much simpler if the partici- 
pants in labor conflicts were villains 
and heroes; the difficulty arises from 
the conviction of each protagonist that 
he is fighting a righteous cause—be it 
for or against unionism. Accordingly, 
new developments do not derive from 
changes within the individual con- 
science, since most employees and em- 
ployers usually do what they think is 
“right”? to block the “wrong”’ course 
of the other side. What changes is the 
‘social conscience,” and, willynilly, in- 
dividuals must bring their own conduct 
into conformity with its dictates. The 
new legislation on labor relations re- 
flects such changes in community 
standards of right and wrong. 

So much conflict has been rooted in 
labor’s efforts to enforce its rights of col- 
lective bargaining, in Leiserson’s opin- 
ion, that the removal of the issue to the 
area of law should greatly narrow fu- 
ture warfare. With full recognition of 
trade unions, many issues, such as the 
closed shop, that now seem cause of 
sharp antagonism may be blunted. Ac- 
cordingly, it is upon wages above the 
minimum that future conflict seems 
likely to concentrate—conflict, indeed, 
2William M. Leiserson, Right and Wrong in Labor 
Relations. Berkeley: University of California Press, 


1938. 86 pp. $1.00. 
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which promises to be bitter. For here 
social standards of right and wrong are 
not available for exact and clear-cut 
judgments; the wage struggle is a con- 
tinuing tug for increasing shares of the 
national income. Yet even that tug, 
while real, need not be violent. Once 
organized labor achieves general recog- 
nition, it must be willing to accept the 
full responsibilities of that position. 
The strike is an instrument to be used 
when all else fails, not an end in itself. 
It is an instrument, too, that affects 
community well-being. Accordingly, 
labor generally will probably have to 
accept, as it already has in railroads, 
procedure defined by law for the ad- 
justment of grievances—mediation, 
voluntary arbitration, and investiga- 
tion, with a postponement of strikes 
until the process has been carried to its 
end. Finally, trade unions, accorded 
“their legitimate places in industry”’ 
under government protection, must 
change their attitudes toward “ govern- 
ment regulation of their affairs.” If 
society compels industry to accept 
unions, these organizations, as much as 
great corporations, become agencies of 
society. The case for regulation is the 
same, and the community need not 
tolerate jurisdictional quarrels, dis- 
honest officials, or unions failing to 
perform their legitimate functions. 
From such a survey of the total land- 
scape, we move to volumes that give us 
historical perspective or look inten- 
sively at some special feature. Among 
them, we might justifiably seek the 
careful monograph, the balanced and 
documented history. We do not find it. 
Perhaps the subject matter is still 
too heated, the developments still too 
freighted with drama, to permit cool, 
objective probing. But if the acid phrase 


Herbert Harris, American Labor. New Haven: Yale 


University Press, 1939. 465 pp. $3.75. 


and daring metaphor constitute neithe; 
statistical fact nor fair argument. they 
remain good mental italics. Thus, whe; 
all the qualifications have been made 
these volumes in combination do leay: 
their residue of challenging significance, 
to view the curren 
labor movement historically, agains: 
the background of its predecessors.” 
yields a book of considerable merit ané 
easy, lively reading.* Two chapter 


ee 


Harris’s effort 


bring the narrative down to th. 
umph of the AFL over the Knight 


Labor in the eighties. History from t! 
point is portrayed through seven chap- 
ters—each surveying the individual : 
ord of a “typical”? union—which 


combination “comprise a cross-secti 
of American wage-workers. ‘Tw 
these chapters, however, deal with 
ions organized since 1933—the Ni 
paper Guild and the United A 
Workers. For the five other un 


treated—the miners, carpenters, ladi 


garment workers, railroad men, 


textile workers—about one half of th 


discussion is concerned with deve 
ments since 1920. 


Keir’s attempt to bring “labor ex; 
riences”’ to the “‘evaluation of curren 
labor crises”? moves within a narrow 


time-scale.‘ Historic review is con! 
to the generation between Mcki 
and Hoover, the generation in 


not only labor but all Americans ¥ 


seeking “more.” The various m 
are described through which lal 
sought more income—a record w 
he feels, contains the guide 
labor hopes to receive in the 
Within such a framework Keu 
marizes bodies of data from that : 
experience comprising labor re! 
to compile a valuable text for 
and a useful handbook of facts ‘ 


pie : Les “ 
* Malcolm Keir, Labor’s Search for More. New 
The Ronald Press Company, 1937. 527 PP: 3-5 














labor supply, capital, income, 
nagernent, the industrialization of 
South, union structure and func- 
iomentous labor conflicts, 
activities, and government 
tion by law and court decision. 
Walsh and Stolberg focus labor 
upon the immediate moment to 
ry of the CIO. Here is jour- 

history “‘hot off the griddle,” 
staled and dated by the time 

‘ved. Walsh, writing in 1937, 

the CIO at the crest of its or- 

ng wave; Stolberg, one year later, 
ncentrates upon developing internal 
nsions. Walsh’s subtitle conveys the 
f his work: he describes “‘ Indus- 
Unionism in Action” almost as 
ring the fervor and assured con- 

n of armies on the march.® The 
ound of the split with the AFL, 
organizing campaigns in steel and 
itomobiles, is briefly etched to bring 
t the lights and shades in the Ameri- 
cene which make the CIO “some- 
under the American sun.” 


Walsh then unrolls in a sort of rapid 


nema continuity the activities of 
n other CIO unions, as argument 
at set-backs in one area do not deter- 
e the total record of an organiza- 
n. He holds that the CIO remains 
lemocracy’s strongest bulwark against 
| with Fascism potential in the 
lutionary period’? upon which 

a has now entered. 
On the whole Stolberg accepts the 
remises of Walsh’s approach to 
t important social movement 
Civil War.’® He takes up, 
the story of “‘the unfolding 
’ at the point of the challenging 
problems where Walsh had left 





Walsh, C/O; Industrial Untonism in 
York: W. W. Norton and Company, 


The Story of the CIO. New York: 
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it. This factionalism stands condemned 
in his eyes, not because it is “radical,” 
but because it is “‘disruptive.”’ At pres- 
ent five radical ‘‘ wings” are working in 
the ranks, two socialist and three com- 
munist. Not from the “socialists”? or 
“social democrats,” nor from the 
“’Trotskyites”’ or “‘Lovestonites,”’ does 
the CIO face danger, but only from the 
“*Stalinists.”? The pattern of this inter- 
necine struggle Stolberg traces through 
the individual unions to find health 
where Stalinists have been beaten back 
and danger where they have gained 
foothold. 

In When Labor Organizes,’ Brooks 
also describes contemporary “‘unionism 
in action.” It is not, however, the 
specific story of the upsurging CIO 
that he gives, but an analysis of the 
labor unions as functioning institutions 
in our society of organized group inter- 
ests. He, too, is convinced that con- 
temporary developments represent “a 
belated effort’? to make unionism over- 
take the “immense alterations” in 
American life, and that the future, for 
all its uncertainties, belongs to the 
industrial unions. Brooks portrays viv- 
idly the complexity of union function— 


by the methods of a business selling 
campaign, a “public relations” job, or 
miniature local ‘‘warfare’’; that negoti- 
ates the collective sale of labor energy 
like any marketing organization; that 
maintains a vital democratic life of its 
own. with all the typical problems of 
centralization vs. individual participa- 
tion, efficiency vs. democracy, the 
vested bureaucrat vs. the mass elec- 
torate; that becomes a social center, a 
way of life, recreation, education, and 


The Viking Press, 1938. 294 pp. $2.00. 
7 Robert R. R. Brooks, When Labor Organizes. New 


Haven: Yale University Press. 1937. 371 pp. #3 
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creative expression. Anyone acquainted 
with the internal affairs of trade unions 
will recognize the accuracy of much 
that Brooks portrays. But his method 
of presentation often makes it hard to 
judge where fictionalization ends and 
scholarship begins, consisting as it 
does of a mixture of methodologies that 
include case studies, illustrative sup- 
position, historic analysis, episodic 
description, documentation by public 
record and first-hand sources, and news 
reporting. 

[n its evolution, organized labor has, 
of course, developed its pathologic 
phases. Most of these historians make 
reference to union racketeering. But 
generally they think it a comparatively 
restricted and localized phenomenon, 
reflecting a typically American vice, or 
the “racketeering”’ characteristics of 
the industries in which it is concen- 
trated, or the “general business scene”’ 
with its minority of corrupt officials 
everywhere, or the decadence of craft 
unionism. Harold Seidman, in contrast, 
regards “‘labor racketeering” both a 
widespread and deep-rooted sickness.* 
For, says Seidman, though racket- 
eering concentrates in three kinds of 
industries—building trades, marketing 
and others dispensing perishable wares 
like motion pictures, and an assorted 
group of local businesses—a Federal 
estimate in 1935 enumerated no less 
than 47 trades in which the racketeer 
flourished. Racketeering continues be- 
cause its causes continue. Behind labor 
racketeers stands usually a monopolis- 
tic agreement between czar and em- 
ployer to exploit both workers and 





® Harold Seidman, Labor Czars. A Ilistory of Union 


Racketeering. New York: Liveright Publishing Corpo- 
ration, 1938. 327 pp. $2.5 

® His suggestions are: (1) men convicted of serious 
crimes shall be prohibited from holding union office; 
(2) : i all be required to render semi- 


annual accounting of expenditures to the membership; 








industry in one way or another. Bitte; 
industrial warfare, again, as well 
competitive disorganization, has, pened 
the door to the second type of racket 
the actual gangster who exploits the jn- 
dustry in the guise of furnishing “ 


tection.”” But above all the policy 
crafts unions has perpetuated racket. 
eering—both by refusing to undertak, 
housecleaning while fighting any legis- 
lative curbs on racketeers, and by 
fostering collaboration with machin 
politicians under the stimulus of “n 

partisan politics.”’ Accordingly, Seid 
man seeks cures both in legislativ: 
controls to make union _leadershi; 
responsible to its rank and file,® and i: 
the new industrial unionism with 

policy of independent labor politics 


Civil Liberties and Labor Relati 


The Godkin lectures in 1938 
with the impact of labor conflict uy 
one of our most prized American tr: 
tions—those individual civil liberties 
embodied in the Bill of Rights." Roger 
N. Baldwin of the Civil Liberti 
Bureau argues that the new labor la 
constitute an essential extension of ci 
rights to meet present-day industri 
realities so that democracy may 
vive; Clarence B. Randall of the Inland 
Steel Company, on the other hand 
gards the mass activities and organizec 
powers made possible by thes¢ 
laws a threat against individual 
dom from which management 
worker must be protected if dem 
is to survive. The rights to speal 
publish, and to assemble, Baldwu 
declares, are more than desirable e: 


try 


(3) no member shall be suspended or expel 
majority vote of his fellows, and even the 
retain without prejudice his right of court 

1 Roger N. Baldwin and Clarence B. Rand 
Liberties and Industrial Conflict. Cambridge Harva 


University Press, 1938. 137 pp. $1.5 
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mselves. They are also “the 


- non-violent progress.”’ The 
n of suffrage, free education, 


‘pation, political reform, labor 


and collective bargaining, 
sent historically our “expand- 
al democracy enlisting larger 
the people and wider func- 
yntrol.”” Today it is from 

} block the advance of collec- 


. bargaining that democracy and its 


ts face their chief dangers. 
however, sees quite other 
hiefly those flowing from 
n and class legislation. Anx- 


lo the right thing in the midst of 


Ve are 


conflict and changing law, 
management discharge its 
its stockholders when a mob of 
threatens their property ? What 


vernment refuses protection to 


and law and order? What shall 


eement do against the sit-down, 
‘quickie,” the flying squadron of 
ts, the strike “holiday” ? Granted 


tatus quo must not be frozen, 


not be changed under the rules 
ing law; and is not the right of 


one of our legally established 
? Again, how can we protect 


ht of the worker who does not 


join a union against group 
the picket line, and the 
of 51% unionism? In brief, 
to be spared the old-world 
wing from the destruction of 
al freedom, we cannot exalt 
for only one class of our people. 


ihe Content of Labor Relations 


right to bargain collectively, of 


is not an end in itself; it is 


instrument for the negotiation of 








Millis and Royal E. Montgor ery, The 
f Labor. New York: McGraw-Hill Book 
[ 1935 


Labor’s Progress and Some Basic Labor 
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wages, conditions, and other mutual 
concerns. The factors that enter into 
their determination, as well as their 
trends in American life, must always 
exert important influence both upon 
the negotiators of industrial agreements 
and the outcome of their decisions. The 
three volume series now forthcoming 
under the title The Economics of Labor 
from the pens of Professors Millis and 
Montgomery stems from such an ap- 
proach to the profound changes of the 
past decade to which business must 
now adjust its operations. The first 
two of these volumes, which have just 
appeared, deal with the content of 
labor relations;'! the third, now in 
preparation, will be devoted to Organ- 
ized Labor. If, as may be expected, the 
last of this series maintains the high 
standards characterizing the first two, 
all concerned with labor relations must 
eagerly await its appearance. For these 
volumes exhibit such ripe and thorough 
scholarship, such a mastery of economic 
fact and theory, that they stand in a 
class by themselves in recent literature. 
The data of wages, hours, employment, 
and production are compiled largely 
from standard works in the field. The 
collation of these findings constitutes 
itself a service which makes the work 
invaluable; in addition, the findings of 
fact are so integrated throughout with 
relevant economic theory that the 
reader carries away not only illu- 
minating insights but a just apprecia- 
tion of the severe thinking and far 
more adequate data still necessary. 
The major portion of Volume |, in- 
deed five of its nine chapters, concerns 
itself with wages. The specific problems 
of child and women workers, and the 





Problems. 600 pp. $3.75. 
Vol. II: Labor’s Risk and Social Insurance. 465 pp. 
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facts and factors behind the issue of 
working hours, constitute the other as- 
pects of the total question treated. 
These specific analyses follow a pene- 
tratingly succinct description of the 
background conditions and institutional 
framework controlling wage-work in in- 
dustrial America, and include a critical 
analysis of Supreme Court decisions on 
the chief efforts at legislative controls. 
The objects and methods of the study 
are exactly defined, and the difficulties 
of measuring “‘progress”’ in wages so 
clearly pointed that the results obtained 
even by the use of several different 
criteria emerge the sheer estimates they 
must still remain. The second volume 
looks beyond the conditions of the job 
to the results for the worker and his 
family when the job ends under the im- 
pact of the major insecurities affecting 
wage-work in our system of free business 
enterprise. Unemployment and sickness 
each receive three chapters; industrial 
accidents, including occupational dis- 
eases, and superannuation, the remain- 
ing two. It is the twentieth century 
which constitutes necessarily the focus 
of Volume II, and the years since 1920 
receive major attention. It is impossi- 
ble in the space permitted to attempt 
any detailed discussion of the findings 
of these volumes. One can only urge 
that they receive a place on the desks 
of students and executives among the 
standard works already there for con- 
tinuous reference. 

Following such an expert treatise, 
Rucker’s Labor’s Road to Plenty’? need 
not detain us long. For the road he 
points out of our present difficulties to 
full employment and improved earnings 
emerges from an undaunted neglect of 
all the complexities involved. It is a rare 
12 Allen W. Rucker, Labor’s Road to Plenty. Boston: 


L. C. Page and Company, 1937. 243 pp. $2.50. 
13 Ducksoo Chang, British Methods of Industrial 














man, indeed, who today looks for cyre 
of unemployment in any single pana. 
cea. Rucker’s confidence in a flexjbic 
wage policy that will yield labor ‘ 
proportionate-to productivity ” de rivi 
from his analysis of events since j920 
1921 in the United States. Few static. 
ticians would accept any ten-year peri 
such as that from 1923 to 1933, or “ayer. 
age” drawn chiefly from census fig 
for those years, as an adequate basis for 
“long-term” conclusions. 
















British Labor Relations 


Recent developments have fostered 
a wide interest in the comparative ex- 
perience of European democracies, and 
particularly of Great Britain. An ay 
thoritative and careful study, such as 
that by Ducksoo Chang, constitutes a 
valuable contribution.!* The title of 
book is immediately revealing. Britair 
has passed beyond the stage of confi 
to a “system of industrial peace.” | 
“chief pillars” of that system, in ‘ 
author’s opinion, are the ‘ 
security provided by social legislation 
and the status of labor assured | 
strong trade unionism.” Behind the 
erection of those pillars lies a long 
struggle, of course, but what is 
cial interest is the manner in w! 
evolution of the structure continues | 
extend the areas of negotiation anc 
cooperation by voluntary effort under 
government encouragement but 
compulsion. Early experience wit 
compulsory arbitration had led 
country to place its reliance upon | 
ciliation and voluntary arbitration, and 
today the agencies for government 
tervention have been consolidated by 
the Industrial Courts Act of 1919. 0} 
its terms, controversies may be handled 
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tors and courts of inquiry, 

e consent of both parties, by 

ion through the standing In- 

| Court, a single arbitrator, or a 
appointed board. 


e new textbooks on labor relations 
‘ng developments down to the present 
vy. Most of those here reviewed cover 
y similar material—the history 
labor organization through the CIO- 
FI, conflict; the new and old labor 
the court decisions upon 


with 
wWeitdi 


em; the policies and organizations of 


loyers for labor relations; govern- 
nt intervention; the facts and the- 


ries of wages, hours, conditions, and 


| security; and comparative foreign 
perience. What becomes specifically 
teresting is the manner in which they 


pproach and treat this material. 


Donaldson’s Labor Problems in the 
ted States proceeds perhaps in the 
st traditional manner.'4 One after 
ther, he takes up the various aspects 
rised in a course on “labor prob- 
‘to present their constituent ele- 


ments, their evolution, and their 
present status. The organization of the 


k does not seem entirely logical, 
ittling back and forth from one topic 
nother. Yet from this book the 
ginner may garner considerable in- 
rmation, succinctly summarized and 
ly stated, with good tables, quiz 


iestions, and references ready to hand 
r more detailed work. But it is hardly 
text jor the more mature or advanced 


lent, 

McCabe and Lester offer an even 
compact text, but one that also 
nts a well-knit comprehensive dis- 


naldson, Labor Problems in the United 


i. 


D 
ales. New York: Longmans, Green and Company, 


19 pp. $1.00. 
\loysius McCabe and Richard Allen Lester, 
ics and Social Institutions, Vol. VI, ‘Labor 
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tillation of our contemporary problems 
and their genesis.'® It approaches labor 
organization and law as instruments 
seeking to establish protections against 
capital- 


ee 


*“major inadequacies”’ in the 
istic wage system”’ under which we live. 
Thus three-quarters of the text deals 
with trade unionism; labor law regard- 
ing collective bargaining, methods of 
industrial peace, and working condi- 
tions; and the newer programs for social 
security and relief, as evolving modi- 
fications of our social structure. The 
conclusion carries still further the dy- 
namics of this approach. It is interest- 
ing to note how review of theoretical 
“‘attacks’’ upon capitalism serves 
today, in contrast with texts of two 
decades ago, only as prelude for con- 
sideration of actual systems of gov- 
ernment now challenging capitalistic 
democracy in Russia, Germany, Italy, 
and even in the more peaceful “‘dis- 
tributist” societies of Denmark and 
Sweden. A model of compression 
throughout, the book nevertheless fur- 
nishes both substantial information 
and suggestive criticism. The authors 
conclude that while American society 
must accept, as it has always accepted, 
further continuous modification, Kuro- 
pean experience counsels us to proceed 
slowly, and with majority consent, to 
avoid the great costs—and the new 
injustices—of wholesale change. 
Professor Taylor analyzes these same 
materials chiefly from the viewpoint of 
the ‘‘legal principles, legal traditions, 
and legal habits of thought”’ that have 
so profoundly affected labor problems.’® 
A valuable and meaty presentation of 
all the complex facts and forces behind 
our current developments, integrated 
and Social Organization.” Boston: Little, Brown and 
Company, 1938. 382 pp. $1.20. 
16 Albion G. Taylor, Labor Problems and Labor Law. 
New York: Prentice-Hall, Inc., 1938. 676 pp. $3.75. 
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consistently throughout by the impact 
upon, and the reflection of, our dynamic 
balance of group interests in evolving 
law, the text omits little of the data 
needed for understanding the “critical 
and dynamic period”’ upon which we 
have entered. .Divided into six parts, 
the plan of study opens with a state- 
mentof the ideological and technological 
bases of our current problems, showing 
how the concepts of welfare regulation 
under the police power have modified 
the natural rights of individualism as 
they were working out for employees in 
mechanized industry. The labor move- 
ment as a historically developing 
institution receives separate and com- 
prehensive treatment, with ventures in 
cooperative enterprise following con- 
sideration of economic, social, educa- 
tional, and political programs. The 
legal background against which this 
movement has grown in America, 
though treated as a separate body of 
material, emerges also clear in its 
interrelations with the institutional 
developments. Suggestions for further 
reading are appended to each chapter. 
This work should prove valuable as 
text for the classroom and handbook 
for the practical man. 

Organizing her materials from the be- 
havioristic viewpoint, Lois Macdonald 
has prepared a vivid and provocative 
text.’ ‘The worker constitutes the cen- 
ter of interest, as an individual and 
through his group organizations. The 
social routines and unquestioned axi- 
oms dominating his existence are traced 
back to the institutional totality that 
is the “machine process” functioning 
through urban capitalism within the 
special American environment. The in- 
fluences converging upon the workers 
from the different kinds of communities 


or Problems and the American 
rk: Harp er and Brothers, 1938. 891 pp. 


17 Li 1S Macd nal d rd at 
Scene. New Y 
$3.50. 
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in which they live and the jot 


IS ON 
which they work are compiled to show 


how various may be the elements 
compounding’ workers’ psychology 
Problems of wages, hours, and security 
then are treated as iacidents of the 
workers’ drive for better life within 
these jobs and communities, while labor 
organization, protective legislation, and 
laws relating to industrial disputes 
become instruments, products, and 
conditions of this drive. Perhaps one 
criticism may be made of this sae 
and unconventiona! text: Miss Mac- 
donald does not carry through com- 
pletely the full implications of her own 
approach. Admitti: ~hat the worker’ 
“responses are tua: ions of the totality 
of experience as a producer, consumer, 
and a man who is part of a rapidly 
changing world,” and even 
how contradictory and_ nonrational 
those responses may be, when sh 
studies the actual drives which create 
labor problems and demands she d 
not bring the totality of his experien 
into consideration. She slights particu- 
larly that part which roots in his basic 
“*humanness,”’ apart from the outlets it 
must find in urban wage work. His 
“drives,” accordingly, emerge 
paratively “straight-line” 
nomic. In the same way, though, sh 
admits that the employers’ approach is 
not exclusively economic; his action Is 
generalized into “peaceful policies” 
and “coercive tactics.”” While suc! 
emphasis on strategy may be justified 
in a work concentrating upon labor's 
drives for status, a study of behav: 
should at least glance at the differences 
between small-scale employers anc 
large, between owner-employer and 
salaried management, between south 
ern and northern, rural and urban 
employer, and so on. 

Feldman presents a case book, ! 
nishing skillful and comprehensive s¢- 
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Snowing 


and eco- 
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some three hundred actual 
drawn from industry.'® These he 
inder seventy problems relat- 

‘x large issues of labor relations 
urs, conditions, and labor 
insecurity; personnel ad- 
stration; group organization and 
law; and industrial disputes. ‘The 
ve been constructed partly from 
ited records, letters, and discussions; 
itthey represent chiefly actual experi- 
ace obtained from field investigation, 
vernment administration, or labor 
ion interviews. Though issues as 
n from the individual plant bulk 
ader considerations for policy 
wn from industry as a whole—un- 
lying principles—receive ample con- 
ration. No solutions are suggested, 
each problem is left with the 
t; but questions and suggestions 
‘ral reading offer guidance, 
ippendices amplify this type of 


Keir attempts case presentation from 
till a different angle—the angle of 
nkly accepted “‘combative” opin- 

' Most people view labor problems 
passionate partisans for one 
or another. Accordingly, one 
thod of study should be to hear the 
st case that can be made on each side. 


s 


Professor Keir’s text draws up these 


lirmative” and “‘negative”’ cases on 


twenty controversial questions, classi- 


| into three large categories of prob- 

: those involving (1) the job; (2) 
tecting the job; and (3) changing 
‘system. The type of questions de- 
ted may be exemplified by a few 
tles: Can unemployment be abol- 
ed? Are craft unions better than 
ndustrial unions? Should strikes be 
lawed? Should unions be made 
responsible? Is a labor political 

n Feldman, Problems in Labor Relations. New 


Af 


nillar ™ ¢ r > 207? nr 2 22 
ile an Company, 1937. 392 pp. $2.75. 
Keir, Labor Problems from Both Sides. 
ew York: The Ronald Press C. ’ 3 
e Rona ress Company, 1938. 399 pp. 
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party probable? The debating method 
seems to lend itself better to certain 
questions than to others; and fre- 
quently the edge of the clashing argu- 
ments is blurred by the effort to bring 
in substantial bodies of clear-cut, 
factual material. Indeed, in some in- 
stances, such material is transplanted 
practically verbatim from Keir’s earlier 
volume on Labor’s Search for More. 


Personnel Administration and Hand- 


books 


A number of books concentrate en- 
tirely upon the personnel policies by 
which employers may make their best 
adjustments to the new scene. Studies 
of single technical problems, like Hop- 
wood’s presentation of his suggestions 
for better pay roll administration, will, 
of course, continue to hold their own 
particular values.*” Starting from the 
premise that any exclusive economic 
approach to labor problems must neg- 
lect the influences of the workers’ “‘hu- 
man nature,” and the unitary character 
of each enterprise as a cooperative 
structure, Hopwood rejects the prevail- 
ing policies of determining wages by 
the ‘‘going rate” or similar formulae. 
Instead, by careful job analysis, evalu- 
ation, and classification, he works out 
methods for setting ranges of compen- 
sation standards which, he urges, intro- 
duce order into many related aspects of 
personnel management. “hey establish 
the worth of each job as a relative, 
rather than an absolute, value, and 
reduce it to dollars and cents as a range 
of rates permitting provision for in- 
dividual differences, job status, and 
adjustment to the changing income 
available for pay roll distribution. Such 
planning, in his opinion, should under- 
lie any bargaining that would be real- 


$3.50. 
20 J. O. Hopwood, Salaries, Wages, and Labor Rela- 


tions. New York: The Ronald Press Company, 1937. 
124 pp. $2.50. 


























































istically vital, whether it is individual 
collective. 

Yoder analyzes with penetration and 
in detail the many elements of policy 
revision in the plant itself required 
for “fundamentally sound industrial 
relations”? under the “almost revolu- 
tionary changes” of our period.*! Tech- 
niques such as Hopwood’s for improv- 
ing pay roll administration by study of 
relative organization relationships are 
set forth, with such other procedures 
as training programs, employee selec- 
tion, service rating, employment sta- 
bilization, and many more. But while 
all “‘the older problems” require con- 
tinuous consideration, Yoder maintains 
it is the “‘coterie of new and decidedly 
different” phenomena—changes in 
labor organization, law, and attitude 
that constitute the heart of contem- 
porary personnel administration. This 
approach explains his major emphasis 
on “group problems,” as well as his 
warning that development of successful 
managerial direction of labor relations 
under the new conditions must be “a 
long-time permanent program, rather 
than a sudden achievement.”’ 





The National Labor Relations Board and 
Management 


Feller and Hurwitz narrow the focus 
of policy revision still more, to compile 
for the employer material that will en- 
able him “to conduct his bargaining 
with labor in an intelligent, effective, 
and economical manner” within the 
new framework of law and labor organ- 
ization.2? Obviously conversant with 
the intricacies of labor relations, they 
have written a practical study from 
the viewpoint of lawyers seeking to 
furnish clients the best possible advice 
for action in a difficult situation. Con- 
21 Dale Yoder, Personnel and Labor Relations. New 


York: Prentice-Hall, Inc., 1938. 644 pp. $5.35. 
22 Alexander Feller and Jacob EF. Hurwitz, How to 
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vinced that employers today need ay 
understanding of the history, structure. 
administration, and functioning of |. 
bor unions, in their section dealing 
with “The Labor Front,” Feller ead 
Hurwitz do a good job in distillin 
the relevant facts into a precis atte 
to employer requirements. The back 
ground and provisions of the Nationa 
Labor Relations Act, together with ¢} 
procedures and decisions of the Board. 
are next subjected to an illuminating 
analysis. From this section an em- 
ployer can find answers compiled fron 
board decisions to questions which may 
at any time appear before him, such as 
what will be accepted as “‘collectiy: 
bargaining’’; does his enterprise cot 
within the jurisdiction of the Board as 
one drawing 20% of its business fron 
interstate commerce or exhibiting any 
of the other eight characteristics deem 
evidence of interstate nature; w! 
a “‘majority” of employees for pur- 
poses of determining representation; 
do the units of representation urg 
upon any management fall within or 
of the nine lines of precedents estab- 
lished by the Board in its efforts 
solve this knotty problem; what will 
be considered interference with em- 
ployees’ rights, and so on? The realist 
essentials of a program for manage- 
ment conclude the study by showing 
what tactics may prove boomerangs 
what strategies promise most in t! 
variety of situations possible; wi 
measures in preparation for and co! 
duct of collective bargaining; and t 
usual content of collective agreements 
Even such a necessarily brief summar) 
of an exhaustive and expert © 
underscores its usefulness. 

The possibilities of the future 
tion of the Wagner Act enter into Felle: 


ander 


Deal with Organized Labor. New York: The Alexa 
Publishing Company, 1937. 676 pp. $6.50. 











furwitz’s estimate of coming 
[hey indicate that amend- 

t interpretation, or adminis- 
ses, however unlikely a 
change in direction may 

least potentialities of poli- 

us even to labor. Brooks 

zes these possibilities, es- 

e propaganda for changes 

ind its administration. But 
ithetic study of the Board’s 
the case at its most per- 

- continuation and develop- 
resent methods and trends.” 
ctual cases from the files 
Board to illustrate its manner of 
{ the type of its decision upon 
complex issues ever before 

and national administra- 

He points out that 95% of the 
brought under the act have 
ttled without recourse to its 
cedures: 16% by dismissal 

yee complaints; 24% by with- 

id 55% by peaceful, mutually 

| adjustment. It is the remain- 

ng 5°), representing usually, in Brooks’s 
the bitter-end opposition of 
‘nt’ anti-union employers, that 
headlines and much of the 
ible publicity about the Board. 
e full record, to Brooks’s mind, 
that the majority of employers 
pt the act, that a new type of rela- 
ip 1s rising under its aegis, that 
turthered industrial peace, and 
ourts have on the whole vali- 

its course. While Brooks ques- 
nost of the amendments proposed 
ict, he does feel that provision, 
































administrative, might well 
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, Editor, “Problems of Collective 
Proceedings of the Fourth Midwest 
Industrial Relations held at the 
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be made for permitting appeals by 
employers for elections. 

Finally, a word should be said about 
several conference proceedings, for they 
offer peculiar advantages in a field so 
complex and surcharged with conflict- 
ing emotions. Through them, both 
student and man of practical affairs 
distill in brief compass the results of 
their study and experience. The pres- 
entation of varying viewpoints, more- 
over, enables the reader to select and 
integrate the many elements that com- 
pose truth in any area of human rela- 
tions. In this spirit and with regret 
that space forbids a detailed analysis, 
three such proceedings are recom- 
mended to the reader.** 


A General Critique 

This review, written as itis in March, 
1939, makes it easy to point the dan- 
gers of authorship during a transition 
period in so dynamic a field as labor re- 
lations. A considerable number of our 
authors made the events of 1937 the 
premise from which they confidently 
hailed a real “‘turning-point”’ in Ameri- 
can history. It seemed to them a turn- 
ing-point, moreover, from which trends 
of development already chartered would 
project themselves along more or less 
undeviating lines into the future. The 
CIO then stood at the crest of its first 
organizing wave. The National Labor 
Relations Act had just been validated 
by the Supreme Court. The New Deal 
had received an impressive endorsement 
at the polls. Labor was engaged in mili- 
tant political activity. Yet already the 
picture this combination of develop- 
ments seemed to portray has had to be 






3usiness Administration, Vol. VIII, No. 2. Chicago: 
University of Chicago Press, 1938. 94 pp. $1.¢ 
Wharton Assembly Addresses. Philadelphia: Univer- 
sity of Pennsylvania Press, 1937. 77 pp. $1.00. 
Henry C. Metcalf, Editor, Collective Bargaining for 
Today and Tomorrow. New York: Harper & Brothers, 
1937. 192 pp. $2.25. 




















68 Harvard Business ‘Review 
3 


modified, and at least some of the ap- 
proaches charted in recent literature 
proved roads too hastily marked out. 
The CIO has come upon difficult times 
under the impact of recession and the 
disruptions of factionalism. Labor’s po- 
litical essays have been stymied both 
by changes in local opinion and its own 
internal quarrels. Yet even more imme- 
diately again, government intervention, 
culminating in the President’s letters 
to Lewis and Green, raise once more the 
possibility of some form of truce in the 
destructive, internecine warfare. Elec- 
tion returns at least suggest a possibly 
changing drift of national opinion. The 
decision of the Supreme Court on the 
sit-down strike already stimulates dis- 
cussions of reversals in current trends 
by interpretation and administration of 
the Wagner Act. Proposals for amend- 
ment are also before Congress. The 
Oregon law indicates another form in 
which the legal framework may again 
be changing. And, finally, the national 
administration announces the era of re- 
form at an end, with consolidation and 
recovery the new order of the day. 

Yetif such coming developments nul- 
lify the more extreme interpretations 
contained in these books and emphasize 
the dangers of generalizing any given 
turbulent moment, it would be equally 
hazardous to interpret the early months 
of 1939 as the beginning of any real 
eradication from the American scene of 
the trends operating since 1933. The 
generally agreed conclusions of these 
volumes that strong labor unions and 
regulatory labor laws are here to stay, 
barring the catastrophes of war or to- 
talitarian revolution, do not seem im- 
paired. It is ebb within a flow and 
changes in detail which we seem to be 
facing, not fundamental change of di- 
rection. The consensus of these authors 
that no single force could have larger 
influence upon industrial peace than a 





decision by employers to deal with trad. 


Such a decision, to be sure. 
constitute no terminal. Group « reas. 
zation and collective bargaining are no: 
ends in themselves but instruments 
and our emerging challenge lies jp the 
question of what we shall do with them, 
Even measures like the Wagner Ac 
stop at the conference room. Industri 
conflict is always costly, and during 
these perilous times in our shakey 
world, it is also menacing. Certain) 
democracy, too, must find ways of pur. 
suing the communal ends of a tr 
organic society, that we may avert 
so many of these authors hope, 1! 
sacrifice of individual liberty entailed 
by recourse to totalitarianism. [f it 
undoubtedly essential that we re 
nize the continuing need for soci 
change and adjustment, it appears al 
important that we be willing to ma 
changes slowly, and with full realiza- 
tion of the dangers inherent in placing 
too great pressure upon Our economy as 
a going institution. Trade unions, 1 
less than employers, must be sensitive 
to public opinion and its reaction to tac- 
tics that offend unduly basic sentiment 
intrinsic in our democracy, such as t 
rights of private property and inc: 
vidual freedom which seem to man} 
citizens jeopardized by such tactics 
factional conflict and sit-down strikes 
Above all, both trade unions and em- 
ployers must concern themselves | 
creasingly with the fundamental task 
increasing our national production anc 
achieving the cohesiveness that Wi 
yield us maximum strength as a unite¢, 
democratic community. The emphas! 
so far has been too much on the side 
conflict. Our inventiveness must 
be directed toward resolving these con- 
flicts into patterns of cooperation te 
ward common goals. 
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BUSINESS CYCLE LITERATURE 
BY JOSEPH L. SNIDER 





\N’ examination of the books on 
business cycles which have ap- 
peared since the literature was 
viewed in this journal! re-enforces 
pression that cyclical fluctuations 

e subject-matter of publica- 
n this field. A few years ago, when 
‘closer to the period of deepest 
the bulk of the writings 
lealt with problems of business cycle 
atrol. Descriptive and historical treat- 
ts were few, and books on forecast- 
» had practically ceased to appear. 
ring the last two or three years, 
, there has been a substan- 
tpouring of descriptive 
alytical volumes and a reappearance 
f discussions of business forecasting, 
writings on the control of busi- 
tuations have been relatively 


eview does not make reference 

all recent business cycle publications, 
pite the fact that more than a score 
ussed. The following classifica- 
been adopted: 

Descriptive and analytical books 

Publications on forecasting 

ks dealing with control 
retical treatments 


and Analytical Books 
st significant recent study of 
Frederick R. 
Theoretical Prob- 
by the Movements of 
Bond Yields and Stock 
n the United States Since 1856,” 
tion of the National Bureau 


ecent Publications « 


Huctuations 


HARVARD BUSINESS REVIEW 


of Economic Research. Pub 
me Theoretical Problems Suggested by 








of Economic Research. In a preface 
Dr. Wesley C. Mitchell explains that at 
the outset the author had planned to 
make a statistical study of the course 
of interest rates and bond yields over a 
long period in order to ascertain what 
relations these series bear to one an- 
other and to other economic series. This 
has been done in a way which cannot 
fail to elicit admiration. But Dr. 
Macaulay has gone much further: to a 
discussion of questions concerning the 
basic characteristics of the several 
classes of objects he was observing and 
to a consideration of many fundamen- 
tal problems in forecasting and control 
of cyclical fluctuations. 

In general Dr. Macaulay’s studies 
of relationships among the broad eco- 
nomic factors tend to confirm conclu- 
sions already arrived at. ‘The principal 
contribution in this phase of the study 
is to give a broader basis for these con- 
clusions and, more particularly, to 
point out variabilities and refinements 
in the relationships. The basic data 
utilized and the numerous indexes con- 
structed are fully presented in lengthy 
appendices. Numerous charts through- 
out the text contribute much to the 
discussion and will also serve as useful 
material for additional comparisons. 

Many of the observations on funda- 
mental problems in forecasting are wise 
and penetrating. In spite of the exist- 
ence of numerous relationships, eco- 
nomic forecasting based on ‘“‘leads”’ 
and “‘lags”’ is believed to be “‘almost 
necessarily extremely dangerous—al- 
though it often is almost the only way 


the Movements of Interest Rates, Bond Yields and Stock 
Prices in the United States Since 1856 by Frederick R. 
Macaulay. New York: The Bureau, 1938. 604 pp. 
$5.00. 


















me 


to handle the problem.” The author 
urges the forecaster to remember that 
“the various sequences are as they are 
largely because of the inadequacies of 
human intelligence rather than because 
of its triumphs.’”’ The noneconomic 
and illogical character of relation- 
ships makes them especially hard to 
utilize successfully. 

Dr. Macaulay believes that with the 
growth of knowledge the accuracy of 
forecasting will increase, but something 
more than “speculative”’ forecasting is 
requisite. 


The more helpful approach is that of 
control. Instead of attempting to improve 
the quality of forecasting, we might at- 
tempt to make forecasting less necessary. 
Positive social action is absolutely 
necessary. ... To the extent that the 
future can be made, instead of awaited, 
the disturbing social effects of erroneous 
and inadequate individual forecasting may 
become a thing of the past. . . . We must 
always remember that the essential objec- 
tive of public planning should be to make 
legitimate and desirable private planning 
easier and not more difficult. 


Mills’ Prices in Recession and Re- 
covery,® also a publication of the Na- 
tional Bureau of Economic Research, 
represents a substantial addition to 
our knowledge of price fluctuations. 
The book is the third in a series by 
Professor Mills, in which the first was 
The Behavior of Prices (1927) and the 
second Recent Economic Tendenctes 
(1932). Important chapters treat “Price 
Movements and Related Economic 
Changes during Recession and De- 
pression,” “*’The World Price Structure 
in Recession and Recovery,” and “‘'The 
Price System, Increasing Productivity, 
3 National Bureau of Economic Research. Publication 
No. 31. Prices in Recession and Recovery by Frederick 
C. Mills. New York: The Bureau, 1936. 596 pp. $4.00. 
‘The Institute of Economics of the Brookings 
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and Recent Economic Changes” ;, 


which data as far back as 1899 a 


considered. 


Although published in 1936, Th, Re. 


covery Problem in the United State; \ 


members of the staff of the Brooking: 


Institution is of continuing importance: 
because of the wealth of descriptive ang 
analytical material which it contains 
Four-fifths of the text is of this back. 
ground nature; there are also severa| 
appendices. One of these is a usefy| 
of the recovery 


b 


“thumbnail picture’ 
legislation in 14 countries. Part | 


the volume is devoted to “The Swee; 


of World Events,” beginning wit! 
years just prior to the great depress; 
Part II deals with ‘‘ Readjustment 


the United States, 1929-36.” Amor 


the topics here considered are 
accumulated needs in durable 
changes in the price structure, 


trend of government financing, and | 


adjustments of private debt. 


Part III considers ‘‘ Readjustment 


Required for Recovery” and conc! 
with specific proposals which may 
summarized as follows: the re-est 
lishment of a balanced Federal | 
the continuance of the present 
of maintaining a fixed price of ¢g 

= 


the establishment through inter 


tional cooperation of stable foreign 
changes; the expansion of the prog: 
of reciprocal trade agreements; 

preservation of the generally fav 


ratio of prices and wage rates in t 


) 


interest of progressively expanding t 


nan 


real wages of workers; maintenanc 
general of prevailing hours o! 
“as the only means of meeting 
production requirements involved 





p 


Institution. Publication No. 72. The Recover 


in the United States. Washington: The [nstitut 


1936. 709 pp. $4.00. 
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restoring during the next few years t 
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rds of living of the laboring 
nd permitting the economic 
nt of the nation as a whole”’; 
ination of industrial practices 
ies, private and public, which 
trict output or to prevent 
-rease of productive efficiency; 
hift of emphasis in agricultural 
m restricted output and rising 
the abundant furnishing of the 
‘ raw materials and food- 
equired by gradually expanding 
Slump and Recovery, 1929-1937 by 
H. V. Hodson,® formerly Fellow of All 
Souls, Oxford, is an interpretive survey 
rld economic affairs. It is a read- 
narrative rather than a compen- 
f data. It is none the less a thor- 
piece of work. The first chapter, 
rned with the background, 1920- 
1929, gives special attention to the 
ts to control production and 
The narrative proper begins 
Chapter Il, “The Slump, 1929- 
j31.”’ The chapter on the “American 
Crisis, 1933-1934”’ includes a_ brief 
ion of the methods taken to com- 
I'he recovery measures taken in 
ral different countries are discussed 
particular. The concluding chapter 
vith the “Rise in Prices and the 
irmaments Boom, 1936-1937.” 
he “central thesis” of Banking and 
Business Cycle by Phillips, Mc- 
nus, and Nelson® is that the depres- 
the 1930’s and the preceding 
h activity are attributable princi- 
) the “‘forces resident in central 
ing.” Although the ultimate causes 
depression are traceable to the 
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nd the Business Cycle. New York: The 
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War, the more immediate causes grew 
out of the postwar inflation of bank 
credit. This inflation was an investment 
credit inflation, as distinguished from 
the commodity credit inflation of the 
war years. Blame is assigned to the 
“managed currency experiment” of the 
Federal Reserve Board, by which the 
Board succeeded in holding up the price 
level, contrary to the natural tendency 
for prices to decline during the postwar 
years, and by so doing aided in produc- 
ing the boom and its consequent de- 
pression. Federal reserve policy is be- 
lieved to have been largely responsible 
also for the severity of the depression. 
The expansionist policy of 1927 did 
check, as designed, the decline in busi- 
ness which began in that year, but it 
also served to sustain the boom for an 
additional two years and to force it to 
unprecedented heights. 

Two recent books dealing with differ- 
ent aspects of the stock markets are 
next to be considered. Common-Stock 
Indexes, 1871-1937 by Alfred Cowles, 
3rd, and Associates’ is a statistical work. 
Speculation, Stock Prices, and Industrial 
Fluctuations by James A. Ross, Jr.,® is 
a descriptive and interpretive treat- 
ment. The Cowles book will be useful 
for many years as a great storehouse of 
organized data on stock prices and 
related topics. The bulk of the book 
consists of actual figures of the several 
hundred stock indexes which were con- 
structed (the tables cover more than 
350 pages). A short but adequate ex- 
planation of the data and methods 
employed, a few observations on impor- 
tant facts disclosed by the indexes, and 
Monograph No. 3. Common-Stock Indexes, 1871-1937 
by Alfred Cowles, 3rd, and Associates. Bloomington, 
Indiana: Principia Press, Inc., 1938. 499 pp. $6.00. 
8James Alexander Ross, Jr., Speculation, Stock 
Prices and Industrial Fluctuations. New York: The 
Ronald Press Company, 1938. 442 pp. $4.50. 























372 Harvard Business ‘Review 


cludes with reference to the stock 
market and business cycles that “sto; 
prices have a considerable inflyene, 


upon the amount of business jnyes. 


some comparisons with other stock 
measures are also included. 

Among the important facts disclosed 
by the indexes may be noted an average 
rate of increase of 1.8% a year in the 
market value of common stocks for the 
period 1871 to 1937. For the railroad 
and utility stocks the average annual 
rate of increase has been zero and 0.6% 
respectively, while for the industrials 
it has been 3.0%. The ratio of cash 
dividend payments to stock prices has 
averaged 5.0% a year for all stocks. For 
the rails the corresponding figure has 
been 4.8%, for the industrials 5.3%, 
and for the utilities 5.5%. If cash divi- 
dend payments are added to changes in 
the market values of stocks, the total 
return has been 4.8% for the rails, 6.1% 
for the utilities, 8.3% for the industrials, 
and 6.8% for the three groups com- 
bined. These figures are to be compared, 
as stated by the authors, with an aver- 
age return of about 4.2% obtainable 
from high-grade bonds and 4.7% from 
prime commercial paper for this period. 

Professor Ross’ book is “an introduc- 
tion to a study of the economic signifi- 
cance of trading for capital gains in the 
stocks of corporations listed on the 
s'ock exchanges in the United States.” 
t: is a thorough study both of specula- 
tive practices and of theories of specula- 
tion. Special emphasis is given to the 
effects of speculation on stock prices, 
although attention is also directed to 
the effects of various economic factors 
upon stock prices and, in turn, the in- 
fluence of stock prices on various eco- 
nomic factors. The book is not organ- 
ized from the business cycle point of 
view, but a study of changes in stock 
prices and other economic variables is 
necessarily tinged with business cycle 
implications. Indeed the author con- 
* National Bureau of Economic Research. Bulletin 
69. Statistical Indicators of Cyclical Revivals by Wesley 





ment, earnings, and general prospe 





Pty, 


The importance of stock speculation ; 


the business cycle extends much beyond 
its direct influence on prices, for jt jp. 


volves the creation and contraction 


bank credit, influences the rate of jp. 


vestment and consumer spending.” 


Publications on Forecasting 


The most significant recent publics- 
tion in the field of business forecasting 


is the small bulletin of the Nationa 


Bureau of Economic Research, Statis):. 


cal Indicators of Cyclical Revivals | 


Wesley C. Mitchell and Arthur | 


Burns.’ The bulletin was originally pre. 
pared as a memorandum for the use of : 
government agency. It is a “by-prod- 
uct” of the National Bureau’s com- 


prehensive study of business cycles. 
The conclusions of the bulletin ar 


based upon an analysis of the timing 
cyclical revivals in the United States 


almost 500 statistical series. In order t 


determine ‘“‘leads”’ and “‘lags”’ of the 


f 


individual series, it was necessary 
determine reference dates of the genera 
cycle. The beginning of a cyclical 


vival was set in that month ar 


which the cyclical upturns in numerou 


ee 


economic factors 
ting of these reference dates rev 


that the average duration of 20 cycles 
examined was 47 months. Substant 


1 
me 


deviation from the average was sh 


by several individual cycles. The 


pansion phase of the cycle averaged é 
little longer than the contraction phas 


44 


+. 
—25 months as compared with 22. 


Of the 487 series studied, 71 © 


been tolerably consistent in their timing 


C. Mitchell and Arthur F. Burns. New Y 
Bureau, 1938. 12 pp. 25¢. 
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ry 
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clustered.”’ ‘The set- 


ealed 
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‘“‘absolute.”’ There are three other kinds 





he stock , relation to business cycle revivals.” 
at “stact Incidentally it is observed that “most of inflation designated “‘relative”’: (1) | 
influenc: ;+hese series are fairly good indicators a growth in total debt compared with 


wealth; (2) a growth in interest charges 
compared with income; and (3) a 
growth in living costs compared with 
income. The measuring tools for the 
detection of impending changes in the 
four types of prices are based upon data 
in the weekly reports of the Federal 


of cyclical recessions.”” A further 
«rosperity S selection cof series resulted in a shorter 
ulation in st of “the most trustworthy indicators 
h beyond »f business cycle revivals.” Some of the 
it i series in this final list are as follows: 
tion of ental liabilities of business failures; Dow- 
lones index of industrial stock prices; 








s statistical measures which his 
perience has shown to be useful in 
measuring the forces which make for 
the rise and fall of (1) bond prices, 
2) short-term interest rates, (3) stock 
prices, and (4) general prices and living 
sts. Rises and falls in these four types 

| prices constitute four of the ‘‘seven 
: of inflation” (and deflation). 
hese types of inflation are designated 


1 Dana Skinner, Seven Kinds of Inflation. 
McGraw-Hill Book Company, Inc., 1937. 


ite Of in 
ling.” passenger car production; inner tube Reserve System on bank debits, the con- | 
iction; total railroad operating in- _ dition of the reporting member banks | 
ome; total paper production; truck _ in leading cities, and the condition of 
publicz- production; ton-miles of freight hauled; the twelve Federal Reserve Banks. 
recasting total residential building contracts; The purpose of Dow’s Theory Applied 
Nati average hours worked by “‘all” wage to Business and Banking by Robert 
, Statist; earners: Bradstreet’s index of wholesale Rhea!! is to demonstrate that the Dow 
val orices: bank clearings outside New York Theory can serve as a forecaster of ma- | 
thur | City; and Federal Reserve Board index jor changes in business activity. The | 
ally pr ndustrial production. writer has for many years been an ex- 
> use [he bulletin emphasizes numerous ponent of the Dow Theory for stock 
by-p ,utions which are necessary in judging market forecasting. This method is ex- 
1’s com- yclical revivals, and the authors are at __ plained briefly in the book; on this 
ycles nsiderable pains to avoid giving the __ basis, the author first determined the 
etin ar impression that these statistical fore- | dates on which the changes in major 
iming o! casters can be used mechanically. On market movements throughout the 
States the whole, business forecasters should period 1896-1937 were confirmed by 
order t find within the bulletin numerous prac- — the movements of the Dow-Jones stock 
” of the tical suggestions, not to mention nu- _ averages. He then ascertained for each 
sary t merous instructive comments on the _ of the 1o bull periods and the Io bear | 
genera general nature of the cycle. periods the percentage of the total 
lical re Seven Kinds of Inflation by R. Dana movement of business as measured by 
around Skinner” is, despite its title, a book on _ Barron’s business index, which occurred 
ymerou forecasting. The authorexplainsin part after the date of confirmation. These | 


percentages show a range from 17% to 
100%. Averaging the percentages for 
the 10 bull periods gives 74% and for 
the 10 bear periods, 80%. ‘That is to 
say, on the average during 10 bull peri- 
ods and ro bear periods 74% and 80%, 
respectively, of the primary movements 
in Barron’s business index occurred sub- 
sepuent to the dates on which confirma- 
tion of a change in major trend was 
11 Robert Rhea, Dow’s Theory Applied to Business 
and Banking. New York: Simon and Schuster, 1938. 
131 pp. $2.00. 
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given according to the Dow Theory. 
These results are arresting. To be sure, 
the application of the theory has not 
forecast turns in business before they 
occur, but the high degree of consist- 
ency with which the major portion of a 
rise or fall in business was forecast is 
significant. 

Despite the author’s insistence that 
the Dow Theory can be of substantial 
use to businessmen, he also admits that 
it is by no means infallible. There is, in 
the first place, an element of judgment 
involved in determining the exact dates 
of confirmation. Dow theorists are not 
unanimous in their interpretations of 
the theory. There is also the further 
difficulty that, no matter how reliable 
a relationship has proved to be in the 
past, it may lose some of its reliability 
under changed conditions. 

William J. Baxter in two related 
books, America Faces a Complete Break- 
down of Government and Business’? 
(1938) and America Faces Its Greatest 
Business Depression*® (1937), presents 
in challenging style a point of view 
which is both unpopular and impor- 
tant. The argument and the conclusions 
may be briefly sketched as follows: The 
United States, as well as the rest of the 
world, became “bankrupt” as a result 
of the World War. “ Receiverships,”’ in 
several instances dictatorships, have 
been formed. Some form of receivership 
is in prospect for the United States. 
State socialism or ‘“‘mass production 
collectivism” lies ahead. Among the 
characteristics of the collectivism will 
be a greater “exploitation” of both the 
farmer and labor groups; greater in- 
creased state control of labor policies, 
of price and competitive policies, of the 
2 William J. Baxter, America Faces a Complete 
Breakdown of Government and Business. New York: 
International Economic Research Bureau, 1938. 67 
pp. $1.50. 

13 William J. Baxter, America Faces Its Greatest 
Business Depression. New York: International Eco- 





right to build new plants or expan; 
existing ones; the direct limitation of 


dividends paid to stockholders: the na. 
tionalization of railroads, utilities. , 


mines, telephone and telegraph. 


the banks; the growth of militarisin 4 


national policy; and the creation 


better moral atmosphere in public ang 
private lives. The author does “ no} 
lieve the readjustment can be ac 


plished peaceably.” 


Mr. Baxter emphasizes certain ; 
ditions and tendencies as the basi 
his grim forebodings. He believes : 


American economic machine is st 


Lalit 


and government, capital, labor 


management are unable to functi 


S 


operatively and effectively. Moreover, 
our civilization is “dying and rotten,” 


as evidenced by various national habit 


es 


and interests. We are a 


soft”’ nat 


unwilling to undergo the rigors requ 


to rectify the weaknesses in « 


nomic situation. Our costs of pr 
tion are significantly higher than 


several foreign countries. As an | 


tration of the unwholesome attitude t 


ward economic efficiency, such pi 
as Taylor and Emerson are 
‘ 


garded as 
Exception may be taken to s 


Mr. Baxter’s reasoning and at | 


he may be rightly accused of exag 


tion, but, with all reasonable dis« 


we have here material which tox 


is overlooked by economists 


businessmen. 


Books Dealing with Control 


Four of the country’s leading indus- 
trialists have presented in Toward Fu 
Employment'* some conclusions 


‘enemies of the people.” 


terry 


their many years of experience wit! 


nomic Research Bureau, 1937. $3 pp. $1.50. 
14 Henry S. Dennison, Lincoln Filene, Ral; 
ers, and Morris E. Leeds, Toward Full E+ 
New York: McGraw-Hill Book Company, I! 
297 pp. $2.50. 
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ms of business instability. 
Dennison, Filene, Flanders, 
Leeds are of the opinion that 
rialists have a peculiar re- 
for the character of the 

nce of our economic system.” 

ok is their “best endeavor to 
e our trouble and _ suggest 


ission falls into three major 
h one of which has been the 
ponsibility of one of the 
. Part I deals with the proposal 
tuating governmental activity 
iditures. It is concluded that 
a deficiency of employment 
te industry appears, the local, 
| Federal governments should 
penditures which will result in 
iseful employment. Moreover, 
proper choice of projects, pri- 
dustry can be helped and not 
lered 
Part Il is concerned with the finan- 
ystem which lies behind projects 
lealing with unemployment. The 
is tools of monetary control are 
and evaluated. These tools 
e rediscount rate and open mar- 
erations, and the newer ones of 
ble-reserve ratios, variable stock- 
in requirements, and moral sua- 
The Federal Deposit Insurance 
ration and the powers of exami- 
and control for national banks 
vested in the Comptroller of the 
y should be placed under the 
tion of the Board of Governors 
ederal Reserve System. The 
rnors of the Reserve System will 
to learn how to handle success- 
their larger responsibilities largely 
tually handling them, but it is 
that careful selection and secure 


nding and Economic Recovery. New York: The 
". Wilson Company, 1938. 404 pp. $2.00. 
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tenure are both needed. A 14-year 
term with high rate of pay and a pen- 
sion at the conclusion of the term of 
service is recommended. 

Part III deals with questions of taxa- 
tion. It is urged that the trend of future 
tax laws be toward more dependence 
upon graduated personal income taxes. 
Our present tax system weighs too 
heavily upon consumption. The in- 
heritance tax is regarded as second in 
importance to the graduated income 
tax because it also does not weigh 
heavily upon expenditures for con- 
sumption. Where it is possible to use 
inheritance taxes to replace taxes on 
consumption, the authors recommend 
that inheritance taxes be increased 
and that exemptions be lowered. The 
formation of a Federal-state tax com- 
mission is urged in order that the 
present mixture of Federal, state, and 
local levies may be studied with the 
hope that a better tax structure may 
be developed. 

The major recommendations of the 
book which have been mentioned and 
others of lesser importance are sup- 
ported by a substantial amount of data 
and analysis. The tone of the book is 
judicious and constructive. It is a sub- 
stantial contribution in the study of 
cyclical instability. 

Government Spending and Economic 
Recovery by Phillips and Garland” is 
the first of a series to be known as the 
Contemporary Social Problems Discus- 
sion Series. The book is a compilation 
of excerpts from various publications, 
arranged under different headings, 
such as: ‘‘The Theory of Business 
Recovery Through Government Spend- 
ing,” “Government Spending-Lending 
in Action,” ‘‘ Financial Aspects of Gov- 
ernment Spending,” “‘Some Social and 
Political Implications of Government 
Spending,” and “‘Some Alternatives to 
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a Spending-Lending Program.” The 
excerpts have been taken from the 
writings of recognized authorities. Both 
the quality and coverage of the volume 
are such as to make it a useful book of 
reference. 

A book with a very definite program 
for the “‘ironing out of the business 
cycle” is Hazelett’s Incentive Tax- 
ation.'® Although the author claims too 
much for his proposal and overlooks 
numerous difficulties in its application, 
the exceptional degree of disinterested- 
ness which characterizes his interpreta- 
tions makes the book worthy of 
consideration. 

The argument may be summarized 
by the following propositions: Depres- 
sions are due to the taking of produc- 
tive facilities out of production by their 
owners; there is no centralized agency 
but government which can exercise any 
powerful control over these productive 
facilities; there is no way of getting 
efficient production except through in- 
dividual and corporate initiative and 
reward; the tax or revenue department 
is the only one organized to do this job; 
to promote production the tax rate 
should be decreased as production goes 
up and increased as production goes 
down. This is incentive taxation. It 
must apply to all producing facilities: 
money, land, factories, buildings, and 
transportation systems. 

A proposal resembling “incentive 
taxation,” namely, a “hoarding tax,” is 
set forth in When Capital Goes on Strike 
by Arthur Dahlberg.” Business stagna- 
tion and unemployment persist be- 
cause the rate of private spending is 
too low. The hoarding tax would speed 
16 C, William Hazelett, Incentive Taxation. New York: 
E. P. Dutton & Co., Inc., 1936. 210 pp. $1.00. 

'7 Arthur Dahlberg, When Capital Goes on Strike. 
New York: Harper and Brothers, 1938. 240 


pp. $2.50. 
18 On other proposals of this type, see James Washing- 
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up spending and therefore stimy!.; 
business. Since our money Cdasie, 
principally of bank deposits, the hoa, 
ing tax would be directed chiefly at +, 
checking accounts in commercial ban}: 
the deposit balance in each account j; 
excess of a certain working minim, 
would suffer a deduction of a fixed ; 
centage at the end of each mo: 
Paper money outstanding would 
depreciate in value, month by mont 
in proportion to the tax on dep 
The physical requirements for 
part of the program could be ac 
plished by the issuance of new 
currency every month. Thus, by pla 
ing a penalty on the possession of id) 
funds the author believes that ¢ 
mand for goods and services could | 
stimulated." 


Theoretical Treatments 


Prosperity and Depression by Haber. 
ler’? was prepared following a reso! 
tion by the Assembly of the League 
Nations to attempt a coordination 
the work already done on the cau 
of economic depression. The result 
of Professor Haberler’s work are pr 
sented in two parts; the first 
systematic analysis of the th 
(causes) of the business cycle, while t 
second is an attempt to synthesize 
existing theories into something 
coherent body of theory. The first part 
is of special value for the student 
business cycles. It is thorough, 
organized, and clearly presented. 4 
the leading schools of thought 
examined with particular considerat 
given to numerous individual write: 
The various theories are considered 4 


1 Bank- 


ton Bell, “Recent Literature on Money 2 
ing,” XVII HARVARD BUSINESS REVIEW 2, Wintel 
1939, Pp. 230-233. 

19 Gottfried von Haberler, Prosperity and Depression 
New York: International Documents Service, © 
bia University Press, 1937. 363 pp. $2.00. 















possible under the following 
neré 11 characteristics; explana- 


is: genere 
f the upper turning point (crisis) ; 
tion of the downswing (depres- 
.xplanation of the lower turning 
revival); reasons given for re- 
nce, periodicity, etc.; and inter- 
nal complications. 
second part of the book, the 
etic exposition,’ opens with a 
tive definition of the business 


is 


sCriptuly 


A combination of three indexes, 


mployment, (2) real income con- 


imed, and (3) real income produced, 
1 be taken as the principal criterion 


measure of cyclical fluctuations. 


here is no definite periodicity to the 


iness cycle, but the fluctuations 


ich extend over a period of three to 


ve years are those which are con- 


fered as the business cycle. Cyclical 
ng waves,” covering periods of 50 


or more, are recognized but not 


1 1 
ian 
ucd,. 


Of particular interest is the explana- 
n of the downturn from prosperity, 


is, the upper turning point. Two 
es of disrupting force are distin- 
1, the “external”’ and the “‘or- 


ranic.”’ ‘The external forces arise inde- 
‘ndently of the process of expansion 


- illustrated by changes in the 


vest, foreign conditions, or spon- 


us shifts in demand. The organic 


rces are the maladjustments in the 


mic system which developed dur- 
the period of expansion. Maladjust- 
its become eventually so serious in 


eir effects largely because the eco- 


system becomes less and less 


kK] 


ble of withstanding deflationary 
as the expansion process pro- 
gresses. The inelasticity of money sup- 
nd the inelasticity of the supply of 
means of production, especially la- 
account for the growing inability 
the system to withstand shocks. 
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In discussing the maladjustments di- 
rectly the author observes first that 
“prima facie, it is not at all surprising 
that serious dislocations in the struc- 
ture of production should make their 
appearance in the course of genera] ex- 
pansion, when far-reaching changes oc- 
cur in many parts of the production 
process.”’ Moreover, after the expan- 
sion has proceeded for a considerable 
time the acceleration principle of de- 
rived demand has time to work itself 
out. A number of industries will be op- 
erating at a rate which they can main- 
tain only if other industries go on ex- 
panding at a given rate. This rate of 
expansion is feasible only so long as 
there is a fairly elastic supply of unem- 
ployed factors of production. But the 
elasticity of the supply of these factors 
diminishes as the expansion process 
proceeds. 

Somewhat related to the operation of 
the acceleration principle but also inde- 
pendent of it is the exhaustion of in- 
vestment opportunities in certain lines 
of industry in which investment may 
have been concentrated during the up- 
swing. When this point of saturation 
has come, the industries directly con- 
cerned may have gradually foreseen 
that demand is no longer going to rise 
and may have adjusted their debt so 
that they are not involved in difh- 
culties, or they may have been taken by 
surprise and have already overextended. 
In this second situation the boom will 
explode with a strong ‘‘detonation”’ of 
bankruptcy which will lead to a general 
depression. Even where the industries 
directly concerned, that is, those in 
which investment has been concen- 
trated during the upswing, have not 
been taken by surprise, it is very likely 
that their tributary industries have been 
taken by surprise and serious repercus- 
sions may occur from this situation. 
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Among the books which have to do 
primarily with theories of the business 
cycle Hansen’s Full Recovery or Stagna- 
tion” should be of interest to many, 
even though the text does not fulfill 
the expectations aroused by its title. 
The work is a collection of papers, 
many of which had previously been 
published, arranged in four parts. Part 
I — four chapters dealing with 
the theories of Keynes, Harrod, Hayek, 
waa Douglas, with a fifth on recent 
trends in business cycle literature. The 
second part is concerned with consumer 
purchasing power and social security 
reserves. Among other things the de- 
flationary character of the old age re- 
serve fund is pointed out. The third part 
discusses various international prob- 
lems. One of the chapters deals with 
economic bases of peace and another 
with the significance of the Hull trade 
agreements. The concluding part of the 
book discusses the character of the re- 
covery, 1935-1937, the causes of the 
depression beginning in 1937, the struc- 
tural changes ‘‘which are fast trans- 
forming our economic system and which 
raise grave questions with respect to 
investment outlets,” and finally the 
fear of inflation. 

The Trade Cycle by R. F. Harrod?! is 
addressed to the specialist in economic 
theory. Others are unlikely to find it 
of material interest or usefulness. The 
author conceives the cycle “to result 
inevitably from certain outstanding 
characteristics of our economic struc- 
ture.” It is connected with the process 
of capital accumulation. The theory 
which he develops rests on the “two- 
fold nature of capital accumulation,” 
20 Alvin Harvey Hansen, Full Recovery or Stagnation. 
New York: W. W. Norton & Company, Inc., 1938. 


350 PP. 93.5 Me 


21 R. F. Harrod, The Trade Cycle. New York: Oxford 


17¢ 


University Press, 1936. 244 pp. $3.75. 
2 Elmer C. Bratt, Business Cycles and Forecasting. 





which consists, first, of the decision 
those who are responsible for the con. 
struction of capital goods and. secon, 
of the decisions of the savers. The fire: 
group will undertake construction , ws 
if there is expected to be a profital 
use for the goods. 
such expectation depends primarily ha 
on a continued growth i in consumy 

and also upon inventions which m; 
make new capital installations pro 
able even in a society that is otherwis 
y. The second group, that s 
the savers, x affected by different con- 
The amount of savings 
alleged to depend not upon prospectiy 
rate of growth but upon the 
size of income. 
these two sets of motives which gives 
rise to the cycle. 


The realization 


siderations. 


It is the intera 


General Texts 

Of the general texts on the bus 
cycle which y apy 
Bratt’s Business Cycles and For 
ing’? is the most comprehensive 
the most useful. 
as a college textbook for courses 
business cycles, it brings together 
effective arrangement the resul 
tained by many workers in this 
All the important aspects of busi 
cycle studies are considered: the na 
the causes, and the measurements 
chical es eh ey the history of bu 
cevedaaiae: and enue barometer 
and business forecasting. 
Analyses of Business Cycle 
is an elementary 
topical coverage. 
agree with those who conceive 


The author does not 


: Business Publications, 


Analyses of Business 
New York: McGraw-Hill Book Company, | 
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elf-perpetuating. He recog- 
has phases and that the 
develops conditions which 
the second, and so on, but he 
t the first phase of any cycle 
| by conditions which devel- 
x the last phase of the pre- 
le. Moreover, there are times 
nomic conditions are in no 


author ventures boldly into 
troversial areas in discussing the 
n of government regulation to 
The govern- 
t, in his opinion, should control the 
pansion of commercial and invest- 
-nt bank credit in such a manner as 
prevent the development of booms. 
laces special emphasis upon the 


stabilization. 


In order to 
mplish this he recommends rigor- 
s regulatory policies, in some respects 
ving the direction of legislation 
w in force. On the matter of taxation 
hor recommends that the bur- 
hould fall more heavily than 
re upon the profits of enter- 
es and large personal incomes. 
ere should be no processing or special 
taxes, and import duties for reve- 
purposes should be discontinued.” 
5 of Economic Fluctuations 
King** covers well a 


vill! rd I. King, The Causes of Economic Fluctu- 
York: The Ronald Press Company, 





much broader field than its title sug- 
gests. In addition to causes, it discusses 
at length the nature of the business 
cycle and ways of reducing the severity 
of cyclical swings, with a chapter on 
forecasting also included. It is an excel- 
lent short review of the work which has 
been done up to date by many investi- 
gators in these several areas. It should 
be very useful to the college student 
and the general reader. 

According to the author there are 
three environmental conditions condu- 
cive to violent business fluctuations: (1) 
the mass movement in public sentiment 
from pessimism to optimism, which gen- 
erates the boom which in turn leads to 
the collapse; (2) the existence of a freely 
expansible credit system; and (3) the 
considerable degree of rigidity in the 
wage and price structure. These condi- 
tions suggest procedures of control. 
Emphasis is placed upon the necessity 
for reducing the elasticity of credit and 
increasing the elasticity of wages and 
prices. 

In a short chapter on business 
forecasting the complexity and un- 
avoidability of the undertaking are 
emphasized. Scientific forecasting must 
be based upon a combination of “em- 
pirical” and “‘logical”? methods. The 
use of past sequences is a form of empir- 
ical forecasting while the utilization of 
all pertinent data and factors is in- 
volved in the logical method. Attention 
is given to a number of specific fore- 
casting procedures. 
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